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AMENDMENT TO THE EXPORT-IMPORT BANK ACT OF 1945 


MONDAY, APRIL 20, 1953 
Hovse or RerresENTATIVES, 
CoMMITYEE ON BANKING AND CURRENCY, 
Washington, D.C. 


The committee met at 10:30 a. m., Hon. Jesse P. Wolcott (chairmay 
of the committee) presiding. «0 

Present: Congressmen Wolcott, Talle, Kilburn, McDonough, Betts, 
George, Mumma, Merrill, Oakman, Hiestand, Stringfellow, Spence, 
Brown, Rains, O'Brien, Bolling, Hays, and O'Hara. 

The CHairrmMan. The committee will come to order. 

We have met this morning to consider H. R. 4465, a bill to amend 
the Export-Import Bank Act of 1945. 

(The bill is as follows :) 

[H. R. 4465, 88d Cong., Ist sess.] 
A BILL To amend the Export-Import Bank Act of 1945, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Export-Import Bank Act 
of 1945, as amended, is hereby amended by inserting the following as subsec- 
tion (¢): 

“(e) (1) The Export-Import Bank of Washington is further authorized, in the 
manner and to the extent herein specified, to provide insurance in an aggregate 
amount not in excess of $100,000,000 outstanding at any one time for the benefit 
of citizens of the United States, including corporations, partnerships, and asso- 
ciations organized and existing under the laws of the United States or any State, 
district, Territory, or possession thereof, against the risks of loss of or damage 
to tangible personal property of United States origin which is exported from 
the United States in commercial intercourse and is in transit to or located in 
any friendly foreign country, to the extent that such loss or damage results 
from hostile or warlike action in time of peace or war, including civil war, revo- 
lution, rebellion, insurrection, or civil strife arising therefrom, or from an order 
of any government or puble authority confiscating, expropriating or requisition- 
ing such property and to the extent that such property is owned in whole or in 
part by the assured or constitutes security for financial obligations owed to the 
assured. 

“(2) Insurance may be provided pursuant to this subsection only to the 
extent that it cannot be obtained on reasonable terms and conditions from com- 
panies authorized to do an insurance business in any State of the United States 
and to the extent that it cannot be obtained from any agency of the United States 
Government providing marine or air war-risk insurance. 

“(3) In providing insurance pursuant to this subsection, the Bank may rein- 
sure in whole or in part any company authorized to do an insurance business 
in any State of the United States or may employ any such company or group of 
companies to act as its underwriting agent in the issuance of such insurance 
and the adjustment of claims arising thereunder. 

“(4) Subject to the limitations herein provided, the Bank shall from time to 
time determine the terms and conditions under which it will provide insurance 
pursuant to this subsection: Provided, however, That such insurance shall be 
based, insofar as practicable, upon consideration of the risk involved: And 
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provided further, That the term of coverage of any such insurance shall not ex- 
ceed one year, subject to renewal or extension from time to time for periods of 
not exceeding one year as may be determined by the Bank.” 

Sec. 2. Section 7 of the Export-Import Bank Act of 1945, as amended, is 
amended by substituting in lieu of the words “loans and guaranties” the words 
“loans, guaranties, and insurance.” 

The Cramman. We have representatives of the Export-Import 
Bank and the Departments of Agriculture and Commerce. 

Our first witness is Mr. Arey, Vice Chairman of the Export-Import 
Bank. 


Mr. Arey, I understand you would like to make a statement. 


STATEMENT OF HAWTHORNE AREY, VICE CHAIRMAN, BOARD OF 
DIRECTORS, EXPORT-IMPORT BANK OF WASHINGTON 


Mr. Arry. Yes, sir: Mr. Chairman and members of the committee. 

I regret to state that the Chairman of the Bank, General Edgerton, 
was unable to be here this morning to make these statements on behalf 
of the bill, because of a death in the family, and my colleague on the 
Board, Mr. Stambaugh, and I will present this matter, as the general 
would have presented it, as the consensus of the Bank. 

We have with us some of our associates, Mr. Sauer, Mr. Redway, 
and Mr. Schluer. 

The Cuairman. We are very sorry the Chairman is unable to be 
here, but we are very glad to have you other gentlemen appear. You 
may proceed, Mr. Arey. 

Mr. Arey. Thank you. 

I am pleased to appear before your committee, Mr. Chairman, to 
present views of the Export-Import Bank on H. R. 4465. This bill 
would amend the Export-Import Bank Act of 1945 by specifically 
authorizing the Bank to utilize up to $100 million of its existing lend- 
ing authority to provide a limited type of insurance to American 
exporters. Approximately $1,080 million of the Bank’s presently 
authorized alee authority remains uncommitted at the present 
time. 

Under the authority of H. R. 4465 the Bank would issue war risk 
and expropriation insurance on goods and commodities of United 
States origin and ownership which are commercially exported from 
the United States and located in, or in transit to, any friendly foreign 
nation. The insurance would be written to cover loss or damage to . 
such goods resulting from so-called war risks or from official expro- 
priatory action by foreign governments occurring while the American 
exporter still owns the goods or is retaining a security interest in them 
after their arrival abroad. These war risks would include hostile 
or warlike action arising from civil war or revolutionary activity 
within friendly foreign nations, as well as military hostilities between 
the country in which the goods are located and another nation. The 
risks would not include riots and strikes, as such, except to the extent 
that these types of civil disorder arose from predominantly military 
action or from an expropriatory order of a governmental or military 
authority. The expropriatory action to be covered by the insurance 
would have to be taken under color of official authority; and the Bank 
would, as a matter of policy, exclude from coverage the legitimate 
seizure or confiscation of goods pursuant to normal health and con- 
traband regulations. 
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The bill imposes two specific conditions upon the issuance of the 
insurance—namely, that it be unobtainable in the private domestic 
insurance market and that it be otherwise unavailable through the 
Government’s existing marine and aviation war-risk insurance pro- 
grams administered under the supervision of the Secretary of Com- 
merce. I should like to refer briefly to the insurance coverage which 
we understand is presently available from these two sources. Cover- 
age against war risks can be obtained today from private insurance 
companies on cargoes shipped abroad, while the cargoes are en route 
to foreign ports—that is, while the goods are intransit to a foreign 
country. This insurance is considered to provide adequate protec- 
tion for American shippers, at least during peacetime, on exported 
cargoes up to the point of their discharge from ocean carriers at for- 
eign ports. In addition to available private insurance, Public Law 
763 of the Slst Congress authorizes the Secretary of Commerce to 
Issue war-risk insurance on shipments of cargo; and the Maritime 
Administration is currently setting up such a program on a standby 
basis, to be activated upon the outbreak of hostilities. Accordingly, 
if this bill is enacted into law, the Bank would not issue insurance 
against intransit losses from war risks, but would limit its coverage 
under the proposed authority to loss and damage to exported goods 
and commodities after their arrival at the foreign port of destination 
and pending their sale and transfer to foreign purchasers. It is after 
the arrival of American cargoes at foreign ports that no protection of 
the type provided for in the bill is currently or prospectively avail- 
able, since the Secretary of Commerce is not authorized under the 
above-mentioned law to provide insurance beyond intransit coverage 
and since private companies are unwilling at the present time to as- 
sume these risks on the goods after they are located abroad. 

Since this proposed additional coverage is closely related to the 
insurance coverage authorized under Public Law 763 and is, in a sense, 
an extension of the insurance provided for in that law, this commit- 
tee may wish to consider whether the Export-Import Bank or the De- 
partment of Commerce is the more appropriate agency to administer 
the program envisaged by H. R. 4465, 

The need for this insurance arises because of the inability of Ameri- 
can exporters, particularly of such commodities as cotton, to arrange 
United States commercial bank financing for their sales abroad, with- 
out the risks mentioned being covered by insurance. Thus, even where 
the commodity is sold on terms calling for payment on arrival, many 
banks will not finance the transaction without these risks being in- 
sured against, because of the fear that losses may occur as a result of 
such risks between the time of arrival of the ship in the foreign port 
and the time at which the foreign purchaser of the commodities ul- 
timately takes title on, shore. Even more important, perhaps, is the 
type of transaction where the commodities are shipped abroad on con- 
signment to the seller or his agent. Under such a transaction, the 
commodities are stored in a bonded warehouse at the port of discharge 
pending their sale. They remain unprotected against war and expro- 
priation risks during this period, which, in some cases, can be a rela- 
tively long one, depending upon the immediate state of the market 
for the commodities. It is believed that the availability of this type 
of insurance would help American exporters ship and sell more goods 
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and commodities, if they can thereby obtain adequate commercial 
bank financing for payment on arrival and consigned shipments. 

The bank in recent years has consistently opposed measures which 
would indiscriminately stimulate United States exports on credit 
terms, without taking into account the overall economic capacities 
of foreign countries to pay for their needed dollar imports. That 
kind of indiserimiate, artificial stimulation of our exports cannot be 
long continued on a credit basis. Ultimately, and probably very soon 
in the case of most countries, it would force a contraction of their 
imports from the United States even below previous levels. This 
bill, however, does not appear to us to give rise to these objections. 
This is chiefly true because it provides only a limited type of insurance 
against unusual risks of a predominantly political, rather than eco- 
nomic nature. This insurance would not relieve American exporters 
of normal business and credit risks which they are still willing to 
undertake, although, of course, it would tend to make their assumption 
of such business risks less difficult and expensive. 

Even though the bank’s existing statutory powers are broadly 
drawn, the specific authority, which H. R. 4465 provides, appears 
necessary if the Government desires to make this insurance available 
through the bank. Subparagraph (3) of the bill would permit the 
bank to call upon the facilities of experienced private insurance com- 
panies or associations to carry out the program. We think that this 
would be the best and most feasible administrative procedure to adopt 
in issuing this insurance, since the bank’s staff would otherwise have 
to be much enlarged to process insurance applications and to adminis- 
ter the policies in a thorough and businesslike manner. The services 
of private insurance companies are to be utilized in the marine war- 
risk insurance program of the Government, where underwriting 
agency agreements between the Secretary of Commerce and private 
companies have been executed or proposed. From preliminary in- 
vestigations, we believe similar arrangements could be worked out for 
the administration of the insurance program contemplated by H. R. 
4465. The compensation which the bank would pay to the private 
companies would, in our opinion, result in an ultimate cost to the 
Government less than that which would be incurred if the bank had 
to assume entire operational responsibility for the program. Employ- 
ing the services of private companies would also follow the bank’s 
established operational patterns in its other activities, exemplified by 
its arrangements with United States commercial banks in the dis- 
bursement of bank funds under its foreign loans. 

In addition to employing private insurance companies as agents 
for issuance of insurance in the bank’s name, it seems to us that it 
would be desirable if the companies could be pursuaded to participate 
in the program by actually assuming a proportion of the insured 
risks. The reinsurance authority contained in the bill would permit 
the bank to arrange for such participation, and we would explore this 
possibiilty with the insurance companies. But we wish to point out 
that present indications are that the efforts would be unsuccessful. 

The bank has not had the opportunity to assess thoroughly the ex- 
tent of the need and demand for this insurance by American exporters 
generally. We assume that other testimony before this committee 
will address itself to that point. And although the proponents of this 
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bill, both in and out of Government, have indicated the value of a 
limited insurance program of this nature, we feel it is important to 
‘all attention to some of the problems which we can foresee in the 
administration of the program, at least one of which is apparent on 
the surface—the question of rates. It would be desirable, if at all 
possible, to place this program upon a self-sustaining basis. The 
nature of the insurance, however, is such that this would undoubtedly 
be extremely difficult, since claims which arise are likely to be concen- 
trated at one time or to result from one widespread circumstance, the 
obvious one being a sudden outbreak of general hostilities. 

It seems apparent that fixing a rate for this insurance on an actuariz . 
basis would make it necessary to charge prohibitive premiums. Other- 
Wise, private insurance companies would be in this business. Indeed, 
it is very doubtful whether the risks assumed in insurance of this type 
‘an. be evaluated at all on the basis of any established actuarial stand- 
ards. Nevertheless, the probable degree of the risk assumed by the 
Government would not necessarily be the same in all friendly nations, 
nor would it probably be the same with respect to all types of goods 
and commodities. The rates to be charged for the insurance could 
be varied, therefore, on an equitable, if not on an actuarial, basis. 
If advisable, these rates could also be made subject to change from 
time to time, particularly if open-type policies are issued. It may 
also be possible, within limits, to spread the Government’s assumption 
of risk under the program, or at least to avoid concentrating it com- 
pletely in one area. In essence, the rate problem which would con- 
front the bank, in the event of enactment of this legislation, would be 
to establish rates which on the one hand would make the program as 
self-sustaining as possible by building up a fund available for pay- 
ments under claims, but which would not at the same time make the 
insurance so expensive that the objective of the legislation would be 
defeated. 

There is another real problem which may prove to be even more 
formidable than the question of determining proper rates. I refer 
to the necessity of limiting the insurance to certain types of goods 
and commodities. Although the bill as presently drafted imposes 
some limitations on property eligible for the insurance, it neverthe- 
less leaves a broad category of goods and products which, on the 
face of the legislation, could be insured by the bank against the 
specified, limited risks. The bank’s Board of Directors believes that 
this legislation can be considered economically wise and administra- 
tively workable only if the bank can exercise reasonable discretion 
in limiting the commodities and products which it will insure. 

Indeed, we believe that the provisions of the bill in their entirety 
support such an interpretation, because United States exports—which 
during 1952 exceeded $15 billion in total volume—are not for the most 
part adversely affected by the lack of this type of insurance. Con- 
sequently, this program should be limited to those exports which really 
need such insurance protection in order to be sold abroad through 
regular commercial channels and which normally constitute an export- 
able surplus. We do not perceive urgent need to offer additional 
Government assistance for such exports as may be presently moving 
freely in foreign trade. In determining which exports would from 
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time to time be eligible under such a standard, the bank would, of 
course, consult with other interested agencies of the Government. 

The Cuatmran. Thank you, Mr. Arey. 

Are there questions of Mr. Arey or Mr. Stambaugh ? 

Mr. Rarns. I would like to ask a question. 

The CnatrmMan. Mr. Rains. 

Mr. Rarns. As I understand it, the war-risk insurance is admin- 
istered by the Department of Commerce? 

Mr. Arey. That is correct. : 

Mr. Rains. I notice you are suggesting here that you didn’t know 
whether it would be best for this type of insurance to be operated by 
the Export-Import Bank or the Department of Commerce. Would 
you mind elaborating on that, if you have some doubt as to which one 
should operate it / 

Mr. Arey. We merely wanted to call to the attention of the com- 
mittee the similarity between the two, the difference between the two, 
and just present the question. We have no real feeling on it. It 
would be perfectly satisfactory to the bank to carry it out as pro- 
vided in this bill. 

Mr. Rains. Cargo that is now in transit—let us say it is in the hold 
of a ship—is that cargo now insurable by private insurance companies ¢ 

Mr. Arey. I so understand; yes, sir. 

Mr. Rains. Do those policies have a waiver in the event of out- 
break of war or expropriation or anything of that kind, in foreign 
countries, or do you know ¢ 

Mr. Arey. I couldn’t speak with authority on it, but I think the 
problem is that they sh stop after that time. I don’t know that 
that would affect cargo already in transit at that moment, but I 
think it would end after the outbreak of hostilities. 

Mr. Rains. What this program is for, then, is to give insurance 
once the merchandise is put in warehouses in foreign countries ? 

Mr. Arey. That is right. 

Mr. Rais. And it insures against what, this present bill? 

Mr. Arey. Against war risk, and expropriation. That is loss or 
damage as a result of war, on account of war, things growing out of 
it, or expropriation. 

Mr. Ratns. Let us take cotton, for instance—and I am interested 
in cotton, being from Alabama—if cotton is stored in a warehouse, 
we will say, in France or Italy, presently there is no insurance of 
see kind available for that cotton in the warehouse; is that correct ? 

fr. Arry. Not against war risk. 

Mr. Rarys. I mean against war risk, 

Mr. Arey. Yes, sir. 

Mr. Rats. Just where do you think this would help in the export 
of cotton or any other commodity? The mere fact that it was in a 
warehouse, let us say, in Italy, would that help our exports or not? 

Mr. Arey. In certain commodities, I believe it is the opinion of 
those better versed in that business that it would help to carry stocks 
abroad so that buyers could buy the cotton just as they need it, or 
other commodities, as they would need them, rather than buy and 
have a long period between that time and their arrival, when the 
price may vary and so forth. 

Mr. Rarns. I am sure the representative of the Agriculture Depart- 
ment will be able to go into it more in detail, but there is no secret 
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about the fact that one of the big problems with which we here in the 
Congress are faced is exporting as much of these surplus commodities 
as we have. Do you think this bill would help to do that? 

Mr. Arey. Yes; to the extent that it would help carry stocks abroad, 
and also to the extent that commercial banks will extent credit, 1 
would think, in more cases, if the exporter could obtain insurance of 
this type, which would cover him between the time that the goods left 
the ship and the time that they are really taken possession of ‘LY the 
purchaser. 

Mr. Rats. As I understood, you thought it would be better that you 
insure the interests that the private insurance company might have as 
against this particular risk; is that right, rather than setting up in 
your department an organization to write the policies and do the 
work? 

Mr. Arey. Yes, sir; similar to the proposal that is before the De- 
partment of Commerce. 

Mr. Rains. The only risk you would insure against, I would assume, 
would be that of war, or of some outbreak of that nature ? 

Mr. Arey. Or expropriation. 

Mr. Rarns. Yes; it does not insure ordinary fire loss or anything 
of that type? 

Mr. Arey. No, sir; I think that would be covered by private com- 
panies. 

Mr. Rarns. I think you have made a fine statement. I want to com- 
pliment my chairman, Mr. Wolcott, and my colleague, Mr. Brown, for 
what I think is a very good bill. 

Thank you very much. 

Mr. Brown. The premium is paid by the exporter? 

Mr. Arey. Yes, sir. 

Mr. Brown. The Government couldn’t lose anything unless the 
foreign country confiscated the cotton or from any warlike action ? 

Mr. Arey. We would expect this to be made self-sustaining in the 
absence of some general catastrophe; yes, sir. 

Mr. Brown. The Department of Agriculture asked the farmers of 
this country last year, and the previous year, to produce ample food 
and fiber. As a result, they overproduced and we have large sur- 
pluses at this time. I understand cotton has gone down from over 40 
cents to 33 cents per pound, and I believe the prices of other commodi- 
ties have gone down likewise. 

Now, the exporters of this country are handling these commodities 
at their own risk in foreign export, and many of the mills in foreign 
countries are not in position to buy and pay cash. In other words, they 
are buying from hand to mouth. If this cargo were stored and were 
protected, they would be more willing to buy without assuming too 
great a risk of fluctuation in price. 

Therefore, I think this is a good bill and I think you have made a 
good witness. 

That is all I have, Mr. Chairman. 

The Cramman. Mr. Arey, have you ever had any experience in 
losses with respect to this kind of transaction ? 

Mr. Arry. No. There was some coverage, I think, of this type at 
one time, but we are not convinced that would be any real test, because 
that insurance, at that time, was covering probably everything in the 
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country, insuring people’s houses, and all sorts of coverage, so that 
in the event of war it wouldn't be limited to just what commodity 
might have been lost in one port. 

The Cuarrman. What I had in mind was, have there been any losses 
which would have, had this law been in effect, have been covered by 
this type of insurance? How many commodities, in volume or dollar 
value, have been expropriated or destroyed incident to a civil war or 
revoldition, rebellion, or insurrection, do you know ? 

Mr. Arry. I do not have any figures on that, Mr, Chairman, 

The CuamMan. Are there further questions ? 

Mr. Srence. Are there no private enterprises that will write this 
type of insurance ¢ 

Mr. Arey. Not at this time, Mr. Spence. 

Mr. Srence. Would your rates be uniform, or would you have to 
have a different schedule of rates with reference to the character of the 
countries to which the goods would be shipped ¢ 

Mr. Arey. We might have to take that into consideration, along 
with the other elements; ves, sir. We would try to keep, of course, as 
close to uniformity as possible so that there isn’t any discrimination 
among shippers. We would certainly try to eliminate that. But 
whether the rates could be the same for all commodities and all places, 
is another question. 

Mr. Srence. Do you think this would stimulate foreign exports ? 

Mr. Arey. Yes, sir. 

Mr. Spence. And I suppose it has been drafted by reason of the re- 
quests of these people who think they would be benefited by the law ? 

Mr. Arey. I so understand; yes, sir. 

Mr. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tarte. Will you refer to page 4, the last sentence, of your state- 
ment. This bill “provides only a limited type of insurance against 
unusual risks of a predominantly political, rather than economic, 
nature.” 

Now, “political” in that language means government, does it not? 

Mr. Arey. Yes. 

Mr. Tatxe. It refers to the lack of stability, for instance, of some 
governments, and it perhaps could be said in defense of this bill that 
our own Government would have more information about other gov- 
ernments than, let us say, private insurance companies would. 

Mr. Arey. Yes, sir. 

Mr. Tatie. So that, possessing that information, our Government 
might very well enter upon a matter of this kind, which would be too 
risky for private enterprise? 

Mr. Arey. Yes, sir. 

Mr. Grorcr. What other basic commodities besides cotton would 
this benefit ? 

Mr. Arry. Well, I think it might benefit tobacco. And we have 
had some inquiries—I had one the other day, from wheat producers. 

Mr. Grorcr. All nonperishable commodities ? 

Mr. Arey. Yes; and I wouldn’t eliminate some manufactured items 
that might be carried. 

Mr. Mumma. Mr. Arey, you said you didn’t know of this type of 
insurance being available. My question is, Did your assumption in- 
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clude foreign countries, like the Lloyds of London, or the German 
companies? Don’t they have this type of insurance ¢ 

Mr. Arey. No; I don’t believe they have, at rates that people can 
pay. 

Mr. Munna. I think Lloyds will insure anything. 

Mr. Arey. Yes; but I don’t think it is available at rates that ex- 
porters can afford to assume. 

Mr. Mumma. Well, you don’t know, but you assume that ? 

Mr. Arry. Yes. 

Mr. Mumma. Are not most insurance rates built up as a result of a 
conference? In fact, in Pennsylvania, I think some type of insurance 
you cannot even cut the price on. But the going rate of this is gen- 
erally known, whether it is an American company or a German 
company. 

Mr. Arey. That is right. Well, I have only the statement of the 
exporters that it isnot available. There are insurance people to follow 
who might answer that for you, sir. 

Mr. Mumma. Well, it is just that I can’t understand that it is not 
available somewhere, because, as I said again, I think Lloyd will take 
a risk on anything, if you want to pay the price. 

Mr. Arey. [ didn’t mean that it is not available, available at any 
price, but that it is not available at a rate that permits its use by our 
exporters. 

Mr. Mumia. One other question: This cotton isn’t sold directly to 
some spinning mill in Italy. They don’t place an order with some 
broker here in this country for a thousand bales, or whatever the 
amount. [ know nothing about the cotton industry, but it is handled 
through a broker over there, isn’t it / 

Mr. Arey. Some of it is,and some is bought directly by mills. That 
varies in different countries. 

Mr. Hays. Mr. Chairman. 

The Cratrman. Mr. Hays. 

Mr. Hays. Would you say that under this bill it would be possible 
to insure equipment of oil companies, for instance, like in Saudi 
Arabia? 

Mr. Arey. This bill requires that it be an item shipped from this 
country. 

Mr. Hays. Well, they ship their equipment over there. 

Mr. Arey. Oh, their equipment ¢ 

Mr. Hays. Yes. 

In other words, what Iam trying to get at, is just exactly what we 
mean by line 3 on page 2 of the bill— 


which is exported from the United States in commercial intercourse and is in 
transit to or located in any friendly foreign country. 

Mr. Saver. If it is merely shipped by oil companies, in connection 
with their operations there, 1 doubt personally that that would be 
commercial intercourse. 

I think the intent of the bill is, and we have so interpreted it up 
until now, that it covers goods shipped, whether they be manufactured 
or commodities, for sale abroad. That is shipped through commer- 
cial channels in quantities, either on consignment or cash sale. 

Mr. Hays. That is what I was trying to tie down. I thought that 
was the intent. 
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Mr. Saver. Equipment to be installed in a plant, for instance, I 
would say would not be covered. 

Mr. Hresranp. Mr. Chairman. 

The Cnarrman. Mr. Hiestand. 

Mr. Hiestanp. Is it contemplated that the goods to be covered by 
such imsurance shall be entirely goods sold or contracted for, rather 
than’ still owned by the shipper and stored abroad for subsequent sale ¢ 

Mr. Arey. It would cover both. We had thought that perhaps a 
good part of it would be requested for goods that were to be held by 
the shipper and stored abroad for some time. 

Mr. Hiesranp. It that event your insurance would have to carry 
for some time? 

Mr. Arey. Yes. 

Mr. Hirsranp. And it is possible that a shipper might ship tre- 
mendous quantities abroad, and hold it there for later sale? 

Mr. Arey. Right. 

Mr. Hresranp. But it doesn’t cover any assurance against economic 
loss? 

Mr. Arry. No; not his failure to sell, nor, in a case where we would 
insure goods that had been sold, failure of the purchaser to meet the 
obligation, or that sort of thing; no, sir. 

It is not credit insurance. 

Mr. Hiesranp. It is not required that they be sold before shipping? 

Mr. Arey. No, sir. 

Mr. Grorer. Would that alow the exporter to escape local taxes 
on commodities that were stored overseas, rather than in this country ? 

Mr. Arey. I couldn’t state what the tax situation would be. 

Mr. George. I am trying to see the value in this, as far as the ex- 
porter is concerned, in having it stored overseas instead of in the 
United States? 

Mr. Hays. Will the gentleman yield? 

Mr. Grorce. Yes. 

Mr. Hays. It depends on your tax law. In the State of Ohio, for 
instance, if a fellow had the stuff stored overseas he wouldn’t have 
to pay any personal-property tax. As far as that is concerned, if he 
owned it but stored it in West Virginia, he wouldn’t, under our law. 
So it would be available there if they wanted to use it that way. 

Mr. Grorce. If he is guaranteed against loss for 4 or 5 years for 
a nominal sum there would be some advantage in shipping property 
out of the country. 

Mr. Rarns. The only loss he would be guaranteed against, though, 
would be war or expropriation, and not against economic loss. 

Mr. Arey. That is right. 

Mr. Rarns. Of course he can do that now, as Mr. Hays said. There 
are certain States even in this country that don’t have personal- 
property taxes, 

Mr. Arey. Of course he has the cost of moving it abroad and obtain- 
ing storage, and the expenses of that over all that time. 

Mr. O'Hara. Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O'Hara. I am seeking information on two points. 

On page 1 of your statement you said the risk would not include 
riots or strikes as such, and so forth. 
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Upon what do you base that? As I read the bill, page 2, lines 7 
and 8— 

including civil war, revolution, rebellion, insurrection, or civil strife arising 
therefrom. 

Wouldn’t that include strikes? <A strike is a civil strife; is ¥t not? 

The Cnatrman. A strike is a civil strife? 

Mr. O'Hara. I think it could be so interpreted, Mr. Chairman. 

Mr. Saver. It says “strife arising therefrom.” We have consulted 
with the insurance companies and it is our interpretation, and that of 
the insurance companies, that the disorder, the civil disorder, must 
arise in connection with these specifically enumerated incidents; it 
must either be civil war, revolution, rebellion, insurrection, or civil 
strife arising out of one of those incidents. Without any of those, it is 
not covered, 

Mr. O'Hara. That might be a matter of interpretation, and I am 
wondering if this wouldn’t be more satisfactory to our labor people, 
who have international associations and alliances, if the bill itself 
should not specifically state that it did not include strikes ¢ 

Mr. Saver. Well, it is a good question. The way that is handled, 
Mr. O'Hara, is, in the policy that is written it will be handled by way 
of exclusion. It will be expressly excluded in the policy that would 
be written under this bill. 

Mr. O'Hara. Yes, I thought the statement of policy by the witness 
was splendid. But, of course, that is your statement of policy, and 
there might be another administration of the bank which would not 
feel bound by it. 

The other point that I wanted some information on is this: You said 
the rates might vary in different countries. That raises a matter of 
discrimination which might have repercussions upon our foreign 
policy. Discrimination in any form is dynamite which easily can blow 
up to the destruction of friendly relations. I would not regard it as 

rudent to give the Bank an unlimited authority to fix discriminatory 
insurance rates which would amount to an official passing of judgment 
on the degree of stability of the governments of the friendly foreign 
countries to which we are shipping. It is a ticklish matter. 

Mr. Arry. Well, Mr. O'Hara, Iam sure that, as we have in all of our 
past activities, we would certainly take that into consideration, and 
would avoid creating any rate that would have such an effect to the 
extent that we can do so. 

Now, as you know, the Secretary of State is represented on our 
Board, so we always have his views with respect to such matters, 
and certainly, upon all of these subjects, as I stated in the last para- 
graph, we would consult with all the interested departments to at- 
tempt to set a rate that would be as much as we could to make it self- 
sustaining, but at the same time would not discriminate between goods, 
or would not create problems that would be greater than one war- 
ranted by the risk. 

Mr. O'Hara. I grasp that you have in mind what I have, and I 
am wondering if it would not be safer to put some provision in the 
bill requiring clearance with the State Department / 

Mr. Arey. That certainly would be stating what our policy has 
always been. We have never taken an action—we haven't always 
taken actions that the State Department might have requested, but 
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we have never taken an action which has been contrary to the policy 
of the State Department. 

Mr. O'Hara. Thank you. 

The CHairman. Are there further questions / 

If mot, thank you very much for coming down, Mr. Arey. You 
have made a very nice-statement. 

We are pleased also to have with us today Mr. Sheaffer, Assistant 
Secretary of Commerce. 

Mr. Sheaffer, we will be pleased to have you proceed as you wish. 

If you have a statement you may present it without interruption 
and submit to interrogation later. 

Mr. Suearrer. Thank you, sir. 


STATEMENT OF CRAIG R. SHEAFFER, ASSISTANT SECRETARY OF 
THE DEPARTMENT OF COMMERCE 


Mr. Suearrer. I am pleased to appear before this committee, Mr. 
Chairman, to present the views of the Department of Commerce on 
H.R. 4465. The general purpose of this proposal is to provide, for the 
benefit of United States citizens, protection by the Federal Govern- 
ment against risks of loss of or damage to tangible personal property 
of United States origin in commercial intercourse and in transit to 
or located in any friendly foreign country, to the extent that such loss 
or damage results from warlike acts or from seizure of the property 
by public authority. Both agricultural products and nonagricultural 
products are included in the coverage of the bill. Protection against 
war risk is presently available only while goods are in transit over 
the ocean and not after discharge from the water carrier. 

In considering this bill, we in the Department of Commerce have 
limited ourselves to the application of the proposal to nonagricultural 
products. We defer to the views of agencies more directly concerned 
with agricultural products as to the wisdom of the proposed protection 
for such products. 

The Department is of the opinion that, if the protection of H. R. 
4465 is to be provided, the bill should provide coverage on a nondis- 
criminatory basis, on nonagricultural products and agricultural prod- 
ucts alike. The businessmen of our country exporting manufactured 
items are entitled to the same benefits provided to those distributing 
agricultural products abroad. ; 

It may very well be that protection such as that which H. R. 4465 
would provide may induce American exporters to carry larger con- 
signment stocks abroad. This would have the same effect as the ex- 
tension of private credit abroad and would seem to be in accord with 
the general foreign economic policy of the Government to encourage 
private capital to help finance the capital needs of foreien countries. 

The proposed legislation would presumably permit a wider and more 
flexible extension of existing commercial practices of extending credit 
to foreign purchasers by limiting war-risk considerations involved in 
such transactions to the extent protection is obtained under the pro- 
posal, 

Two other aspects of the bill warrant commendation by the Depart- 
ment of Commerce. These are the safeguards contained in the bill 
which protect private insurance companies from Government compe- 
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tition in this field so long as they can supply protection on reasonable 
terms and conditions, and which establish the principle that, insofar 
as practicable, the insurance provided by the Government shall be 
based upon consideration of the risk involved. We urge the ret tion 
of these safeguards in the bill. 

We recognize the difficulties involved in carrying out the program 
on a self-supporting basis, because of possibilities of large losses. We 
feel strongly, however, that this should be the purpose of the agency 
entrusted with the administration of the program subject only to the 
stated limitation “insofar as practicable.” Such a program would be 
self-limiting since business would purchase only such protection as 
would be needed. In furtherance of this aim, we suggest that con- 
sideration be given to the wisdom of allowing the Export-Import Bank 
discretion to msure only a percentage of the insurable interest in the 
property exported to assure continued concern for the property by the 
exporter, 

The type of risk covered by the bill includes confiscation or destruc- 
tion by any Government or public authority. This would appear to 
include losses under control of the exporter in certain circumstances 
such as loss resulting from violations of customs regulations. ‘This 
possible ambiguity should be resolved either by modification of the 
language of the bill or by legislative history clearly pointing out that 
only those losses outside of the control of the exporter are to be covered. 

The fact that the Department of Commerce is authorized to provide 
war-risk insurance on cargoes in transit by water or air carriage may 
raise a question with the committee as to whether this Department is 
not the appropriate agency to administer this proposed program. We 
believe that because of the operational interests of the bank in the 
financial aspects of exporting and importing, and because of the avail- 
ability of existing lending authority in the bank which would be used 
to finance the operation, the bank is the proper agency to administer 
the program. We will, of course, be glad to consult with the bank 
on the program as it develops. 

Subject to the consideration by the committee of the points raised, 
the Department of Commerce interposes no objection to the enactment 
of legislation such as H. R. 4465, so long as the protection to be avail- 
able thereunder is retained for nonagricultural as well as agricultural 
products. 

The Cuatrman. Are there questions of Mr. Sheaffer ? 

Mr. Mr. Chairman. 

The Cramman. Mr. Talle. 

Mr. Tarte. Mr. Chairman, I would like to say that the firm name 
“Sheaffer Pen Co.” of Fort Madison, Iowa, is well and favorably 
known the world over. 

Mr. Surarrer. Thank you, sir. 

Mr. Tarir. And the people of Iowa are very proud to have Mr. 
Craig Sheaffer in the Department of Commerce. 

Mr. Brown. Will the gentleman yield ¢ 

Mr. Tanne. yield. 

Mr. Brown. I would like to say that Mr. Sheatfer has a brother- 
in-law in my district who is a very fine man. 

Mr. Suearrer. Thank you. 

The Cuamman. Mr. Betts. 
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Mr. Berrs. I am sure what the gentleman says is correct, although 
I am not acquainted with it. 

I just wanted to ask this question: This thought to me occurred, 
as te; uge 2, which refers to “property located in friendly foreign 
countries,” and damage from warlike activity. 

Is there a legal ambiguity there, if it is a friendly country? 

Mr. Suearrer. I wouldn't presume to speak on the legal ambigu- 
ities, but I think that would mean that at the time of shipment or 
export it might be friendly but might turn unfriendly. 

Mr. Berrs. In insurance policies I have seen a lot of things like 
that cause a lot of trouble in court, and I am just wondering if that 
covers the subject. 

Mr. Suearrer. Well, I presume that they would not want this bill— 
this is an assumption—to apply to other than a friendly country, so 
that risk would not be too great. 

Mr. Berrs. Did you think that “friendly country” statement refers 
to the inception of the storage or the beginning of the insurance 
contract 

Mr. Suearrer. It has been suggested that, rather than have any- 
thing we might say affect the interpretation, the Export-Import Bank 
ought to speak on that point, and I quite agree. 

The Cuarrman. Would you like the interpretation now from coun- 
sel for the Export-Import Bank? 

Mr. Berrs. I don’t know whether it is important or not, but T have 
seen things like that cause a lot of trouble in insurance contracts. I 
would like to have their views on it. 

Mr. Saver. I think Mr. Sheaffer has already answered the question. 
What is intended there, as T understand it, is that we will not, in the 
inception, issue insurance for a country which is not deemed to be 
friendly to the United States, as may be determined by the bank in 
consultation with the State Department and other agencies. 

However, following the issuance of the insurance, any number 
of things might happen. There might be invasion of the friendly 
country, and that would be hostile or warlike action. It doesn’t say 
that the hostile or warlike action has to result from the actions of the 
country we are talking about. It might be a question of invasion by 
unother power. 

Sacoaiiiy. there is always the possibility, as Mr. Sheaffer has pointed 
out, of the country being friendly at the time of the inception of 
the insurance but later committing either acts of warlike action or 
expropriation, 

Mr. Berrs. I understand it includes that. I think you have cleared 
it up all right. 

The intention of the bill is that the friendliness of the country 
apply at the time the insurance contract is entered into. 

Mr. Saver. That is correct. 

Mr. McDonovenu. Mr. Chairman. 

The Cuarrman. Just one point, first, Mr. McDonough. 

Would it help your interpretation of the act if we reported the 
bill out, and the committee decided, in the report, to state that this 
insurance would not be available behind the Iron Curtain ? 

Mr. Saver. It might. 

Mr. Arey. I think you would have to have the bank determine 
where that curtain is. 
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The Cuarrman. Apparently there has been a feeling grown up that 
countries behind the Iron Curtain are unfriendly. 

Mr. Arey. That is right. 

Mr. Berrs. Mr. Chairman, in light of that, I just wondered how 
you would interpret “friendly.” I suppose in terms of international 
law there is some question as to what that might mean, but I suppose 
you are using it as a basis for international legal relations. 

The Cuatrrman. Might we presume that you would be in contact 
with the State Department with respect to this insurance, and you 
would have the National Advisory Council, of which the Secretary 
of State is a member, and that you would have the opportunity to 
clear it through the National Advisory Council and that way through 
the State Department, before you insured in any country. 

Mr. Arey. Yes, sir. 

The CHiirman. So if there was any question as to the friendli- 
ness of any country you would probably clear it through the State 
Department. 

Mr. Arry. Yes, sir. 

Mr. McDonovugu. Mr. Chairman. 

The Cuairman. Mr. McDonough. 

Mr. McDonoven. The question of insuring these commodities that 
may be in transit or located in any friendly country, is a risk that an 
ordinary insurance company would take in insuring goods in the 
same situation as these goods. 

The Cuarmman. Of whom do you ask that question ? 

Mr. McDonoveu. I ask Mr. Sheaffer. He is the witness. If he 
can’t answer then I will ask the Export-Import Bank. 

Mr. Suearrer. Would you mind repeating that, sir? I thought I 
had made it clear that I didn’t want our interpretations to prevail, 
because actually we feel that the Export-Import Bank should ad- 
minister this, and we wouldn't want any interpretations that we might 
make here to affect their understanding and what they wish. 

Mr. McDonouen. Well, the question I asked is, if the commodities 
we are talking about, if an American exporter were shipping them to a 
foreign country, he would assume the risk that there may be civil 
strife or something arise that would cause the loss of those goods, and 
thereby the claim would be placed against the insurance company for 
the commodity. 

What is the difference between this kind of insurance and the in- 
surance that a private company would give to an American exporter? 

Mr. Suearrer. They wouldn't give this kind of insurance, Mr. 
Congressman. ‘There is no insurance available that we know of, for 
this kind of risk, that would have rates that would be practicable. 

Mr. McDonoveu. In other words, they would insure but the rates 
would be out of reason ? 

Mr. Suearrer. We don’t know of anybody, except that I under- 
stood Lloyd’s insures against anything, but their rates are comparable 
to the risk. 

Mr. McDonoven. What has our experience been in losses? 

Mr. Suearrer. Under the war risk insurance / 

Mr. McDonoveu. Yes. 


Mr. Surarrer. The Maritime Commission has provided cargo and 
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hull war-risk insurance at a profit in World War II, and the com- 
mittee can be furnished figures to that effect, and supporting that, if 
you would like them. 

~ Mr. McDonoven. In other words, we can anticipate that this would 
operate at a profit rather than a loss? 

Mr. Suearrer. That I couldn’t say. 

Mr. McDonoven. Well, from past experience? 

Mr. Suearrer. Well, but this is different insurance, you see. The 
war risk insurance was a transportation insurance: ‘This is insur- 
ance on the product after it arrives and is in storage, or on consign- 
ment. 

Mr. McDonoven. As I read the bill, you have no responsibility 
after it arrives. 

Mr. Suearrer. No; I should say this carries further than the “in 
transit.” 

At the present time the maritime risk insurance, the war risk insur- 
anee, is not operative, but it has the 48-hour standby, or they can be 
back in business in 48 hours. It is not operative at the present time. 

Mr. Hays. Mr. Chairman. 

The Caamman. Mr. Hays. 

Mr. Hays. Mr. Sheaffer, I notice you devoted 2 or 3 paragraphs of 
your prepared statement to pointing out that the Department of 
Commerce would favor this provided there is no discrimination 
against nonagricultural products. 

There is none in the bill, as I read it now. 

Mr. Suearrer. ‘That is quite true. 

Mr. Hays. And your concern, then, is that nothing be put in the 
bill 

Mr. Surarrer. Or that nothing be taken out of the bill. 

Mr. Hays. Well, I think it is a fair assumption that if we report 
the bill out that we won't discriminate against any products at all. 

Mr. Suearrer, That is our main object. 

Mr. Hays. I can see that it would be as valuable to manufacturers 
to have service available, especially on consigned goods, as it would 
be in the case of agricultural products. 

Mr. Suearrer. I think in all goods, the value of this bill is the 
immediate availability of the goods at the time they are needed and 
required, in the foreign port, or the foreign country. They can be 
obtained in this country, but if they are available when they are needed 
they, we feel, will be used to better advantage of the exporters of this 
country, 

Mr. Hays. Do you think it would probably stimulate sales of our 
products if we could have stores of consigned material available in 
different countries, for immediate purchase / 

Mr. Suearrer, Yes, sir. 

Mr. Hays. That is all, Mr. Chairman. 

Mr. Mr. Chairman. 

The Ciamman. Mr. Merrill. 

Mr. Merrivt. As T understand the bill, the bank would have the 
right to choose what commodities it wanted to insure, therefore the 
bank under this bill would have the power to discriminate between 
various commodities if it so chose to do? 

Mr. Surarrer. We would assume that they would take off of the 
list of applicable products such things as dynamite, or various other 
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products, but that such a discretion would not permit them to rule out 
all manufactured products, for instance. 

Mr. Merrity. Well, as I understood the bank’s witness on this point, 
the bank would have the power to determine what commodities would 
be insured and what wouldn't, and pointed out the fact that there were 
certain commodities which they felt didn’t need insurance. I didn’t 
understand why one commodity would be more subject to this par- 
ticular political risk than another, but they pointed out that there 
were great amounts of exports that they wouldn’t attempt to insure 
here. 

Am I wrong in believing that the bank does have that discretion? 
Maybe I should ask the bank’s representative that question, Mr. Chair- 
man. Am I wrong in my assumption that they do have the power 
to select commodities that are to be insured under this proposed law. 

Mr. Arey. The bill provides for a hundred million dollars in insur- 
ance. I pointed out that our exports amount to about $15 billion a 
year. We therefore assume that the Congress intends this for items 
which need it in order to move. The Secretary has just pointed out 
that there are a number of manufactured goods that might be stim- 
ulated, where they would carry stocks that they wouldn’t otherwise 
carry, but I think if it were stated that the entire export trade could 
all get under this, it would be impossible. 

Mr. Merritt. Yes, sir, but that means, as far as the bill is now 
written, the agency administering this insurance would have to decide 
whether or not they were going to issue insurance, we will say, to 
automobiles, or not, wouldn't they 

Mr. Arry. That is right. 

Mr. Merritx, So that actually, then, the power to discriminate 
against manufactured goods is in the bank, if the bank should take 
that attitude; isn’t it 

Mr. Arey. We understand that it is; yes, sir. 

Mr. Merritt. Now, assuming that that is the case—I thought I 
was right in that—but assuming that that is the case, the thought I 
want to get in, Mr. Sheaffer, is that you are willing to risk the judg- 
ment of the bank in that respect and you are willing for the bill to 
be passed as it is. As I understand it offers you no protection what- 
soever, but it is simply the bank’s judgment in the administration of 
this instance, that will give you any protection against discrimination. 

I am not quarreling with that concept, if you are not. 

Mr. Suearrer. I think if the bank declared that that was their 
intent and policy, we would object. 

Mr. Merritt. Well, as [ understand it—and don’t misconstrue my 
words as being unfriendly—but it seems to me that once this bill is 
enacted you, as well as any other applicant for this insurance, are at 
the mercy of the judgment of the bank as to whether you get insur- 
ance or not; isn’t that right ? 

Mr. Suearrer. Well, I can’t say as to that, but isn’t it the practice 
of an institution, in administering a bill of this kind, to act within 
the limits of the policy stated ? 

Mr. Merritw. Yes, but as I understand it there is no limitation in 
the bill. The bill doesn’t state any policy that would prohibit the 
bank from saying “We believe that agriculture is the thing that should 
be stimulated here and that all of this $100 million must be used to 
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stimulate agriculture.” Leaving nothing, we will say, for automobiles 
or anything else. I am right in that, am I not, Mr. Arey? 

Mr. Arey. It could be, as far as the bill is concerned. 

I might point out that in the Export-Import Bank Act, there is 
provided by law an Advisory Council on policy, of which the Depart- 
ment of Commerce is a member. That group has never met because 
the identical members are all members of the National Advisory 
Council, which also, by law, must coordinate all of our activities with 
«ll the other activities of the Government. 

So there is very little chance that we could adopt any policy, in the 
absence of an agreement by all the departments concerned with our 
foreign, financial, and monetary affairs under the laws as they now 
exist, even though this particular section made no reference to the 
fact that we could not so act. 

Mr. Merritz. May I ask this one additional question, then: As to the 
need for this type of insurance, do you think that the hundred million 
dollars that is being authorized here is enough of an authorization so 
that there will be no competition for this type of insurance, to the 
extent that you will have to make selections, and certain people desir- 
ing the insurance will have to be left out because the authorization is 
not sufficient to cover all commodities that should be insured? What 
do you think about that? 

Mr. Arey. I just couldn’t venture an opinion on that. I think we 
will just have to try it a bit to find out whether we need additional au- 
thorization or not. I wouldn’t know. 

Mr. Surarrer. Mr. Congressman, I would like to point out that if 
the business referred to as having prevailed over the years, in large 
amounts, were not to need this, they wouldn’t pay for it, and they 
wouldn’t use it, and it is possible that while this may stimulate some 
business, additional business, and it may therefore be utilized to a 
greater extent by business, I would think that the possibility of it 
growing beyond the potential capitalization would not be too great. 

Mr. Merriti. Then, sir, you are aware that the judgment, as to 
whether or not business will be discriminated against, is to be, under 
this bill, the judgment of the Bank and not the judgment of Con- 

ess 
ie: Suearrer. We are aware of that. We only assume that that 
wiil not proscribe whole segments of products. 

Mr. Merriwx. I guess what I am trying to do is to make it clear 
that you know where to complain, if there is discrimination. That it 
won't be with the Congress, but with the Bank, and you are willing 
to accept the bill under those terms ? 

Mr. Suearrer. I think we are, sir. 

The Cuarrman. Are there further questions of Mr. Sheaffer? 

Mr. Sheaffer, we are very pleased that you came down. I don’t 
know of a Secretary or Assistant Secretary who has gotten by this 
committee with as little trouble in his initial appearance as you have. 
You may consider this your initiation and we welcome you. 

Mr. Surarrer. Thank you, Mr. Chairman. 

The Cuarrman. We have also with us today Mr. Howard H. Gor- 
don, Administrator of the Production and Marketing Administration 
of the Department of Agriculture. 

Mr. Gordon, we are very glad to have you with us. You may pro- 
ceed as you desire. 
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I would advise that Mr. Spence and I have to go before the Rules 
Committee and I hope you will pardon us if we have to leave before 
we are through as we have to apply for a rule on the rent-control bill. 

You may proceed. 

Mr. Gorpvon. Very well, Mr. Chairman. 


STATEMENT OF HOWARD H. GORDON, ADMINISTRATOR, 
PRODUCTION AND MARKETING ADMINISTRATION 


Mr. Gorvon. Mr. Chairman, I have with me Mr. Banks Young, 
special assistant, and Mr. Sherman of the Cotton Branch, and Dr. 
Palmer of the Office of Foreign Agricultural Services. 

I would like to have them help me with any of the questions that 
may be raised. 

I am pleased to appear before this committee to discuss H. R. 
4465, a bill “to amend the Export-Import Bank Act of 1945, as 
amended.” I understand that a similar bill has been introduced by 
Representative Brown of Georgia, but that we are not discussing that 
bill. only H. R. 4465. 

This bill would authorize the Export-Import Bank to insure tangi- 
ble personal property of United States origin exported from the 
United States and in transit or located in any friendly country against 
certain abnormal risks—provided the property were owned or held 
as collateral by citizens of the United States. 

The Department of Agriculture endorses this bill. 

As you know, exports of several major agricultural commodities 
have been lagging. We have been advised by individuals and organ- 
izations well versed in practical problems of international trade that 
enactment of this bill is one of several possible steps that could be 
taken to meet this problem. Furthermore, we like the way it would 
fit into the overall picture. While it would provide a certain type of 
Government guaranty, it would leave with private trade—where it 
belongs—the actual task of widening our export outlets. 

But let me make myself clear on one point. What we refer to as 
the “export problem” is actually made up of many problems—some of 
them quite complex. These problems differ from commodity to com- 
modity. They differ from country to country. 

H. R. 4465 1s not proposed as an answer to all the problems. 

At the same time, it could help us to overcome one problem that is 
hampering exports. I refer to what might be described as “political 
risks,” which include loss of or damage to American-owned commer- 
cial property abroad through hostile or warlike action, or through 
confiscation or requisitioning by a government or public authority. 
H. R. 4465 would authorize the Export-Import Bank to insure against 
such risks—a type of insurance commercial firms cannot now under- 
write, except at prohibitive rates. To the extent that H. R. 4465 
could help us to overcome this particular problem, it could, of course, 
facilitate exports. 

Before discussing specific features of the bill, I would like to cover 
very briefly the export situation that faces agriculture today. A little 
background on the present status of our agricultural exports will, 
I believe, help to put H. R. 4465 in its proper perspective. 

For the first half of the 1952-53 fiscal year, cotton exports dropped 
to 1.5 million running bales from the 3 million bales shipped in the 
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same period the preceding year. Wheat exports fell to 158 million 
bushels from 220 million bushels. And shipments of leaf tobacco 
declined to 223 million pounds from 355 million pounds. 

I hardly need to point out that the export market is most important 
to producers of cotton, wheat, and tobacco. In the 3 most recent 
crop years for which information is complete, 1949 through 1951, our 
exports of cotton averaged 38 percent of production. Wheat exports 
accounted for 387 percent. Tobacco shipments made up 26 percent 
of total production. These 3 commodities—cotton, wheat, and to- 
bacco—account on the average for about two-thirds of the dollar 
value of all agricultural exports. 

There are two major causes back of the sharp drop in cotton, 
wheat, and tobacco exports. Dollar shortages continue in most of 
the importing foreign countries, which means that preference is given 
to supplies from “soft currency” or nondollar areas. This is true 
even when the supplies command premium prices. Furthermore, in- 
creased supplies in areas outside the United States—which include 
supplies in soft currency areas—have had an effect. These larger 
supplies have meant keener price competition with commodities pro- 
duced in the United States. 

Recently, 53 agricultural and cotton industry leaders met in Wash- 
ington at the request of the Secretary to study current price prob- 
lems. At the end of the conference the advisory committee issued 
the following statement: 

The drop which has taken place in cotton exports is the most serious problem 
currently facing the cotton industry. It is of utmost importance to cotton pro- 
ducers that every effort be made to maintain and expand our export outlets. 
Failure to sell more cotton abroad will mean unsatisfactory cotton prices and 
will make it necessary for farmers to reduce their production drastically. 
Any substantial reduction in cotton acreage would force farmers to expand the 
production of other commodities and this would have serious repercussions 
throughout agriculture. 

The committee made 13 specific recommendations. Of these, the 

cotton committee’s No, 1 recommendation was for immediate action 
to provide— 
insurance for domestic exporters against war risk, confiscation, and seizure of 
cotton stored in foreign countries to facilitate the immediate movement of cot- 
ton to foreign countries and the rebuilding of stocks to adequate levels. 
In addition, the committee recommended that a small group be ap- 
pointed by the Secretary to make an intensive study of the cotton 
export problem. This group also recommended action to provide 
such insurance. Action under this legislation would be in line with 
these recommendations. 

Right now stocks of American cotton in foreign countries are far 
from adequate. This situation traces in part to a lack of dollars, 
but it also results from the difficulties and high cost of obtaining 
credit, and the fear of inventory depreciation if prices decline further. 
It is extremely difficult for foreign mills and merchants to protect 
themselves against inventory losses through hedging operations on 
futures exchanges. There are not futures exchanges operating out- 
side this country on which American cotton can satisfactorily be 
hedged, and foreigners generally do not have the dollars required to 
carry on hedging operations here. There was no inventory problem 
when prices were be sia but those who couldn’t hedge stocks dur- 
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ing recent price declines were forced to reduce inventories so as to 
minimize losses. 

It would probably require over a million bales of American cotton 
to build foreign pipeline stocks—mill and merchant stocks, that is— 
to a level considered desirable by foreign mills. Prov iding insur- 
ance against political risks would do much, I believe, to encourage 
private industry in this country to rebuild stocks in foreign importin 
countries. I sincerely hope that all exporters will be able to ethiins 
this insurance. 

Commercial interests in this country can finance pipeline stocks of 
American cotton more cheaply and with less hazard than foreign 
commercial firms beeause interest rates here are lower than those 
abroad—and United States firms can protect themselves through 
hedging. Any reduction in the cost of financing of American cotton 
stocks abroad should reduce the ultimate cost of such cotton to con- 
suming mills. This would enable American cotton to compete more 
successfully than hitherto with foreign growths. Another real ad- 
vantage lies in the fact that immediate availability of American 
cotton would permit mills to make selections, and this ready avail- 
ability should increase consumption. 

In this paragr ‘aph you have the major arguments for this bill, In 
addition to our insurance, the lower interest rates which would help 
finance the cotton abroad, the possibility of hedging in this country, 
the reduction in the ultimate cost of the cotton to the e onsuming mill, 
and perhaps most important of all, the immediate availability of the 
cotton to the consumer so that he can make the selection and utilize 
it immediately. 

[ have up to now placed emphasis on this bill in relation to exports 
of cotton. But several other commodities might be helped by this 
legislation—particularly the storable commodities, which normally 
are, or which can be sold on consignment. This type of insurance 
could have considerable applicability in the case of tobacco and it 
might be used under certain circumstances to facilitate trading in 
wheat and coarse grains. It is difficult, however, to appraise with any 
precision just how much this type of insurance would be used for 
agricultural commodities. 

There are two things the bill will not do that should be mentioned. 

First, the bill would not put the Government in competition with 
private insurance firms. The insurance provided by H. R. 4465 would 
cover risks which, we understand, commercial insurance companies 
are not now in a position to underwrite, except at rates which would 
be prohibitive. Insurance could be provided only to the extent that 
it could not be obtained on reasonable terms and conditions from 
private companies. Furthermore, in providing insurance the bank 
1s authorized to use commercial companies as its underwriting agents 
or in adjusting claims. 

Second, H. R. 4465 would not guarantee profits. TH. R. 4465 con- 
fers no authority to protect prices, take over stocks, or shield business- 
men from any of the normal business risks. 

Let me turn now to a discussion of specific provisions of H. R. 4465. 

Section 1 of the bill would amend section 2 of the Export-Import 
Bank Act of 1945, as amended, by authorizing the bank to insure, 
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against certain specified risks, tangible personal property of United 
States origin exported from the United States in commercial inter- 
course and in transit to or located in any friendly nation outside the 
United States, to the extent that such property is (@) owned wholly 
or in part by citizens of the United States, or (}) constitutes security 
for financial obligations owed to citizens of the United States. 

The risks covered include abnormal or political risks such as loss 
or damage due to hostile or warlike action in time of peace or war, 
or from an order of any government or public authority confiscating, 
expropriating, or requisitioning such property. Not more than $100 
million in insurance may be outstanding at any one time. Coverage 
is limited to 1 year except that the bank may extend or renew such 
“2 gaa for periods of not to exceed 1 year as determined by the 

ank, 

I shall not comment on other sections of the bill. They relate pri- 
marily to the ways in which the bank shall provide insurance, 

I say again that H. R. 4465 is no cure-all for the many problems 
that surround the exportation of our farm products. But I have 
been informed by representatives of the cotton industry that it will be 
immediately effective in moving some cotton to foreign countries. 
Because it promises to do this for cotton—and because it may be 
applicable to other agricultural export commodities—the Department 
of Agriculture is giving H. R. 4465 full endorsement. 

The Cuatrman. Thank you, Mr. Gordon. 

Are there questions of Mr. Gordon? 

Mr. Tate. Mr. Chairman, I merely wanted to say that I thmk your 
statement is a very good one, Mr. Gordon. It is business sense and 
forward looking. And I am glad you brought out the point that 
this is not price insurance. 

Mr. Gorpvon. Thank you, Dr. Talle. 

Mr. Mr. Chairman. 

The Cuarrman,. Mr. Merrill. 

Mr. Merri. How much of this authorization do you think will be 
used by the agricultural commodities ? 

Mr. Gorvon. Mr. Young sat with this special subcommittee of the 
cotton-industry committee, and I would like him to answer these 
questions, if he may. 

Mr. Mr. Young. 

Mr. Youne. It is virtually impossible to give a precise answer to 
that question. It depends on so many factors. In the case of cotton, 
the relationship of spot cotton prices to the futures market, and there 
are many other factors that will determine just how much use can 
be made of it. 

I don’t think it is possible to answer that question at this time. 

Mr. Merrizi, You stated that a million bales would be needed to 
fill the pipeline. Would that million bales, all of it, need this type 
of insurance? 

Mr. Youne. No, sir. 

Mr. Merritz. That is all. 

The Cuatrman. Are there further questions? 

Mr. Brown. I think you have fully covered this bill, Mr. Gordon, 
and I want to congratulate you on your fine statement. 
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As I understand, the foreign dealers don’t have any exchanges with 
which to protect themselves. 

Mr. Gorpon. That is right. 

Mr. Brown. In the case of cotton, for instance, a manufacturer in 
this country can protect himself on the board; isn’t that true? 

Mr. Gorpon. That is correct. 

The Cuarman. Thank you, Mr. Gordon, and Mr. Young. We are 
very glad to have your views. 

Tomorrow we will have members of the industry give their views 
on the bill. The committee will adjourn until 10 o'clock tomorrow 
morning. 

(Whereupon, at 12:03 p. m., the committee adjourned.) 
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AMENDMENT TO THE EXPORT-IMPORT BANK ACT OF 1945 


TUESDAY, APRIL 21, 1953 


House or Represenratives, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman of 
the committee) presiding. 

Present: Congressmen Wolcott, Gamble, Talle, Kilburn, Me- 
Donough, Betts, George, Mumma, McVey, Merrill, Oakman, Hiestand, 
Stringfellow, Spence, Brown, Rains, Multer, Deane, Hays, and 
O'Hara. 

The Cnamman. The committee will come to order. 

We will resume consideration of H. R. 4465. 

Mr. K. G. Hunt, executive vice president of the Dallas Cotton 
Exchange, has requested permission that his statement be placed in 
the record. Without objection his statement will be included at the 
close of the hearing. 

We have with us this morning Mr. W. Raymond Ogg, director, inter- 
national affairs department, American Farm Bureau Federation. 

We are glad to have you back with us, Mr. Ogg. You may proceed. 


STATEMENT OF W. RAYMOND OGG, DIRECTOR, INTERNATIONAL 
AFFAIRS, AMERICAN FARM BUREAU FEDERATION 


Mr. Oaa. Thank you very much, Mr. Chairman; my name is W. Ray- 
mond Ogg, director, international affairs, American Farm Bureau 
Federation, Washington, D.C. 

Mr. Chairman, and members of the committee, it is a pleasure to 
be here this morning and to appear before your committee again. 

I am very sorry that Mr. Walter Randolph, president of the Ala- 
bama Farm Bureau Federation, and a member of our national board 
of directors, is unable to be here this morning because of an unavoid- 
able conflict in his engagements. Mr. Randolph appeared before the 
Senate Banking and Currency Committee and presented a statement 
on behalf of our organization. 

I would like to take just a few moments this morning to tell the 
committee why our organization is in favor of this legislation, Our 
interest in this measure is because of our great concern over the loss 
of our foreign markets, which at least has begun, to a very serious 
extent. 

We believe that it is absolutely essential to the prosperity of Ameri- 
can agriculture to maintain a high level of exports for our agricul- 
tural commodities. In 1951 over 41 percent of all our cotton products 
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went into export; 48 percent of our wheat products, 55 percent of 
our rice products, 25 percent of our tobacco products. 

Now, we are much concerned as in the last 6 or 8 months there 
has been a very serious decline in our exports of these commodities. 
In the 6 months’ period, July to December, 1951, as compared with 
the year previously, the 6 months of the year previous, our cotton 
exports declined 50 percent, wheat exports 25 percent—that is wheat 
including flour—tobacco exports declined 54 percent; lard, 36 percent. 

Another factor that I think we need to take into consideration is 
that since 1948 we have financed a very considerable part of our agri- 
cultural exports through our foreign-aid program. In other words, 
we put up a large share of the dollars to make possible this high level 
of exports. Since 1948 approximately 43 percent of our cotton ex- 
ports were financed with dollars under the foreign-aid program. 
About one-third of our wheat and flour exports, 47 percent of our 
tobacco exports. 

Now, with the necessary decrease in our foreign-aid appropriations 
and expenditures we are now at a period when we have got to sell our 
commodities instead of give them away, and we think that this bill, 
Mr. Chairman, would be of substantial help in selling more cotton 
abroad, maintaining our markets for cotton abroad. 

The American Farm Bureau called in leaders of the Farm Bureau 
from the Cotton Belt some weeks ago to consider the cotton problem, 
and one of their recommendations was that some legislation along 
this line be enacted, and on their recommendation our board has en- 
dorsed this legislation. 

So I am very happy to have the privilege of endorsing this legisla- 
tion very heartily on behalf of our federation. We think that this bill 
will be of substantial benefit. We like the feature which provides for 
the Export-Import Bank to utilize private insurance agencies, pro- 
viding for reinsurance where they are able to provide it. 

I would like to point out also that it does not provide any insurance 
where insurance can now be provided by private agencies or by Gov- 
ernment at reasonable cost. I don’t think it is necessary, Mr. Chair- 
man, to go into an explanation of the bill. You have already had that. 
But I want to thank you and Congressman Brown for sponsoring this 
bill. It certainly has our support and we hope it will receive favor- 
able consideration. 

The Cuarrman. Do you think it will aid in exporting agricultural 
commodities ? 

Mr. Occ. Yes, sir; we are glad that you have made it broad enough 
to include any other commodities that may need assistance. We think 
that is a desirable provision. 

Mr. Chairman, if it is agreeable, I would like to include at this 
point in the record a copy of Mr. Randolph’s statement, explaining 
more fully our views in support of the bill, if agreeable. 

The Cuarrman. Without objection, it may be inserted. 

(The statement of Mr. Randolph is as follows :) 


STATEMENT PRESENTED BY WALTER L. RANDOLPH, OF THE AMERICAN FARM BuREAU 
Feperarion, With Recarp to 8. 1413 


Mr. Chairman, my name is Walter L. Randolph, president of the Alabama 
Farm Bureau Federation, with headquarters at Montgomery, Ala., and a member 
of the board of directors of the American Farm Bureau Federation. I am ap- 
pearing today on behalf of the American Farm Bureau Federation. 
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We favor the passage of S. 1413 because we believe it will stimulate and facili- 
tate United States exports and will at the same time greatly assist the free 
countries of the world in acquiring the agricultural commodities they need at 
reasonable prices. We believe this will be most effective in the movement of 
commodities such as cotton. 

Prior to World War II it was customary for exporters to store in foreign 
countries stocks of their commodities from which the trade in that country 
could withdraw in order to meet their needs. This was a customary practice 
and as we understand it the private insurance companies were perfectly willing 
to write insurance to cover losses that might be incurred due to war, confiscation, 
expropriation, or requisition. With the unsettled conditions that exist through- 
out the world we can understand why private insurance companies are no longer 
willing to take these risks. We believe that if authority is granted to the 
Export-Import Bank fer reinsuring these risks up to $100 million, it will greatly 
facilitate the normal number of exports. 

The rate of cotton exports from the United States are about one-half what 
they were last season and below what we think of as normal. This reduction 
in exports has been accompanied by a drop in the market price of cotton of about 
7 cents per pound or roughly 17 percent since last season. Unless the volume can 
be increased, farmers will be faced with the question of reducing production 
by several million bales in 1954. There isn’t necessarily an oversupply of cotton 
but we think it is a case of under consumption. 

We have mentioned cotton specifically in connection with this bill because 
we know of the normal prewar practices in connection with this commodity. 
However, we believe that the passage of S. 1413 with the proper administration 
will facilitate the export of many other agricultural and nonagricultural com- 
modities. 

The stocks of cotton (mill and merchant stocks) in cotton-consuming countries 
of the world have been reduced abnormally and are now at the lowest level in 
peacetime and far below what is considered desirable for the most efficient 
operation. We realize that this reduction in stocks can be attributed to many 
factors ; perhaps the most important of which is the lack of dollar exchange. The 
pipeline must be rebuilt for the security of the foreign mills and to permit 
maximum efficiency in their operation. It is estimated that it would take more 
than a million bales of cotton to build these foreign mill stocks to a level that is 
considered by the foreign mills to be desirable. 

Insurance protection against some of the unusual risks that are covered by this 
bill will be very helpful in meeting some of the problems created by the present 
situation. 

We thing this method of facilitating exports and refilling the pipelines through 
the free enterprise system is much preferable to the alternatoives of building 
stocks over the world by Government arrangements through international agree- 
ments and other proposals which offer only temporary relief and do not get at 
the basie causes of the trouble. 

We feel that perhaps the greatest advantage of the proposal presented in this 
bill is that it would increase the consumption of United States production 
abroad. This is particularly true when applied to cotton, in that such stocks 
on hand in foreign ports permit the mills to make selections of the qualities they 
desire. 

Another feature of S. 1418 that we like is that it is not designed to put the 
Government in the insurance business. As we understand the provisions of this 
bill, the Government would simply be assuming the so-called “political” risks, 
which no private company is in position to assume. Private insurance companies 
would act as agents for the Export-Import Bank in the same manner in which 
they operate under the special maritime insurance program in connection with 
shipping. 

Under normal conditions this program should not cost the Government any- 
thing since it is anticipated that premiums to be charged would be sufficient to 
cover the cost. 

We believe that this program should be especially helpful to smaller firms. 
In many cases the larger exporting Companies are more nearly able to take the 
necessary risks for storage of their stocks abroad. However, the smaller firms 
who deal in less volume, and parhaps are less well financed, find it extremely 
difficult. 

We believe that the principles proposed in S. 1413 are sound and we urge its 
immediate passage in order that the program may be implemented as soon as 
possible so that we can recapture some of the markets that we are losing. 
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The Crramman. Are there questions of Mr. Ogg 

Mr. Brown. I would like to say that I have known Mr. Ogg quite 
well for a long time. He has been with the Farm Bureau for many, 
many vears, and T can say without hesitation that Mr. Ogg has done 
as much for the farming people in this country as any man I know of. 
He knows the subject well and has been very helpful to all the mem- 
bers of this committee. Tam sure that the farmers appreciate Mr. 
Ogg as I do. 

You have been awiy for 3 or 4 years, loaned to some agency; is 
that correct 4 

Mr. Oae. Yes, sir: the Economic Cooperation Administration, and 
more recently the Mutual Security Agency. 

Mr. Brown. I think your experience in the last few years has cer- 
tainly qualified you to express an opinion on this matter of our foreign 
trade. 

Mr. Occ. Mr. Brown, I appreciate your kind words very much. I 
assure you I am happy to be back in my native land. I can also say 
very sincerely that I never appreciated my own country more than 
after coming back from 3 years’ residence abroad. I don’t think we 
Americans appreciate what we have here always as much as we 
should. But I can certainly testify, Mr. Brown, that I think there 
are some very great difficulties confronting our efforts to maintain 
exports. The shortage of dollars, for one thing, has not been fully 
solved, and there are many other difficulties, but I think this bill, by 
making it possible for our exporters to carry larger stocks abroad, 
would certainly, it would seem to me, be very helpful in enabling them 
to sell the type of cotton that their customers want, and to deliver it 
when they want it. 

Mr. Spence. Has the fact that you could not obtain this insurance 
before deterred the selling of cotton abroad ? 

Mr. Oa. Well, I would prefer that some of the other witnesses 
from the cotton trade answer that question. I think they would be 
more competent than I, Mr. Spence. 

Mr. Spence. Is it the idea that if you could get this insurance you 
could send cotton over on consignment, and sell it after it came to rest 
over there 

Mr. Oca. Yes: that is my understanding. And we have been in- 
formed by people in the cotton trade that this would be of very sub- 
stantial help. 

Mr. Srence. I think that would be helpful to tobacco, too, would 
it not ? 

Mr. Oae. IT should think it would. 

Mr. Spence. It would encourage the use of American tobacco, which 
is very much superior to other tobaccos. I think it might have a 
helpful effect in the tobacco market. 

Mr. Oge. I think it would, sir. If you have a supply on hand, and 
‘an deliver the kind of goods they want, when they want them, I 
think it is just common sense that you will do a better job of 
merchandising. 

Mr. Spence. I join in the statement that Mr. Brown made and I am 
glad to see you back. We have relied on you for a good many years. 
I know that the best part of your trip abroad was when you could 
get your foot back in your own home country. 
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Mr. Oce. Thank you very much, sir. I was glad to work over there, 
but Iam glad to be back. T appreciate your courtesy. 

Mr. Tauue. Mr, Ogg, I, too, am very happy to see you here this 
morning. 

Mr. Oce. Thank you very much. 

Mr. Taute. I should like to ask you what you have observed as to 
mechanization of agriculture abroad, 

Mr. Oce. Well, it varies a great deal by countries, and even within 
the countries. vee has been a considerable increase in mechaniza- 
tion in some areas. In France, particularly in the area around Paris, 
in the wheat areas, ne has been considerable mechanization. And in 
some sections of Germany and to some extent in the Netherlands. But, 
of course, there are very limiting factors there, because they have a 
much larger percentage of very small farms than we do, and in some 
areas they have this problem of fragmented farms, where one man, due 
to inheritance, through the centuries, the land has been split up in a 
great many little tracts. Where a man, say, owning 15 acres of land, 
may have it divided up into as many as 25 different parcels scattered all 
over the plant. In that kind of situation, of course, it is diflicult to 
mechanize. 

But they are making progress, and they are trying to encourage it 
to the extent that it is economical. One encouraging thing that is 
being done—it has been done to a considerable extent in the Nether- 
lands, and they are trying to promote it in France and Germany, in 
the case of these fragmented parcels—they are encouraging programs, 
on a voluntary basis, to consolidate these holdings, exchange and con- 
solidate them, and giving them some financial assistance through credit 
to encourage that. 

Mr. Tauie. In other words, land reform there is not breaking up 
estates, it isa matter of gathering parcels together / 

Mr. Oce. That is right, in those countries. 

Of course, in certain areas of Italy there is the problem of dividing 
some very large estates, particularly in southern Italy, But in many 
countries it is a question of getting more economic units. 

Mr. Tante. In South America progress 1s being made in the mech- 
anization of rice culture, | have observed. 

Mr. Oae. Yes. 

Mr. Tauie. It would seem to me that as mechanization increases 
there will be an increasing market for American machinery, and I 
should think this bill would be helpful in seeing to it that foreign pur- 
chases would have necessary parts for their machinery. When a trac- 
tor, for instance, is bought. the buyer likes assurance that parts are 
available at once, if the machine should break down. 

Mr. Occ. Yes. sir: a tractor is not much good if you can’t get parts. 

Mr. Tatie. Do you know of any substantial argument against this 
bill? 

Mr. Oce. I don’t know of any sir. I just heard that one organiza- 
tion, the Dallas C otton change, has opposed it. can’t understand 
w hy, but that is the only criticism that I have heard of. 

Mr. Tauie. Thank you, Mr. Ogg. 

The Cuamman. Are there fur ther questions ¢ 
Mr. McDonoven. Mr. Chairman. 
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The Mr. McDonough. 

Mr. McDonoveu. Mr. Ogg, do you believe that $100 million will 
be sufficient to cover the agricultural products to be insured under this 
program, including cotton and other commodities / 

Mr. Oe. Well, I really don’t know, Congressman. I would cer- 
tainly be inclined to support the judgment of the Export-Import 
Bank, because they have experience in these matters, and if they think 
that is the right amount we would certainly support their judgment. 

And, as was indicated vesterday, perhaps that would be all right to 
start with, and then if experience proves that more money is needed 
then perhaps you gentlemen meer see that they got more funds, if 
it works successfully. But we would support their judgment on it. 
If they think it is sufficient at this time, we would go along with it. 

Mr. McDonovau. You can see where the need for insuring other 
commodities, in addition to agricultural commodities, will undoubt- 
edly come into the picture as we get experience with this measure é 

Mr. Oac. Yes, and if this works out well and more money is needed, 
Congress certainly has been generous in the past, and I see no reason 
why you couldn’t provide more funds later, 

Mr. McDonoven. And you believe that it would be self-supporting ? 

Mr. Occ. Well, I really wouldn’t want to hazard a guess on that. 
I listened to the testimony yesterday, and I believe it was stated that 
there might be losses. It would be perhaps inadvisable to try to 
meee a rate that would be absolutely self-supporting because the 
razards are so uncertain that—well, I understood one witness to say 
yesterday that Lloyd’s provides insurance, but the rate is prohibitive. 
So, I think that would need to be taken into consideration. 

Mr. McDonovau. The risk is left to the judgment of the Export- 
Import Bank? 

Mr. Oaa. Yes. 

Mr. McDonoven. And probably the judgment of the State Depart- 
ment ? 

Mr. Oaa. Yes. 

Mr. McDonoven. I don’t know that the bill provides for any con- 
sultation with the military. 

Mr. Oac. Well, I believe all of their programs of this sort have to 
be cleared through the National Advisory Council, on which many 
of the Government agencies are represented. 

Mr. McDonoven. That is all, Mr. Chairman. 

The Cuatrman. Thank you, Mr. Ogg. 

Mr. Ogg. Thank you, Mr. Chairman. 

The Cuatrrman. We now have with us Mr. Read Dunn, Jr., of the 
foreign-trade division, National Cotton Council. We are glad to have 
you with us, Mr. Dunn. 


STATEMENT OF READ P. DUNN, JR., DIRECTOR, FOREIGN-TRADE 
DIVISION, NATIONAL COTTON COUNCIL 


Mr. Dunn. Thank you sir. My name is Read P. Dunn, Jr. I am 
director of the National Cotton Council’s foreign-trade division. I 
am representing the National Cotton Council here to urge passage of 
H. R. 4465. 

The National Cotton Council is the overall organization of the 
cotton industry, representing all six of the cotton-interest groups. 
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The policies are developed by program committees which include rep- 
resentatives of all the industry segments, and then are submitted to 
the delegate body in convention assembled. The support of two-thirds 
of each interest group voting separately is necessary to establish an 
aflirmative position in the convention. 

I mention this in order to make it clear that our position in favor 
of onshore war-risk insurance has been determined after full and 
careful consideration and with the approval of all segments of the in- 
dustry. 

We favor H. R. 4465 because we believe it will stimulate and facili- 
tate United States exports and will at the same time greatly assist the 
friendly countries of the world in acquiring the cotton they need at 
reasonable prices. It may be helpful in explaining our interest in this 
bill to comment briefly on the current cotton situation and show how 
this insurance could be used, 

United States cotton exports for the first 6 months of this season 
are only about half what they were last season and considerably below 
what we think of as normal. This tremendous reduction has been 
accompanied by a drop in the market price of about 7 cents a pound, 
or about 17 percent, since last season. Unless the volume can be in- 
creased, farmers will have to decrease their production by several mil- 
lion bales, which will cause even greater hardship and difficulty at 
the lower price level. Naturally we want to do everything possible to 
increase consumption to cushion, if not prevent, this drastic reduction 
in the crop with all its attendant problems. 

There are many reasons for the falling rate of United States cotton 
exports this season which time will not permit us to discuss fully. 
There has been some increase in the foreign supply, causing lower 
prices for foreign growths. There has been further expansion in 
synthetics. Another significant factor is the lower rate of textile con- 
sumption in the so-called raw-material-producing countries where in- 
come has been reduced by falling raw-material prices. Another im- 
portant reason for the lower rate of exports is the tendency of the 
mills to operate on a hand-to-mouth basis; foreign mills are consuming 
their stocks without replacing them. They are buying only what they 
need for most immediate use. 

As a result pipeline stocks of cotton—mill and merchant stocks— 
in the cotton-consuming countries of the world have been reduced ab- 
normally and are now thought to be at the lowest level in peacetime 
and far below what is considered desirable or even efficient. Most of 
the reduction has been in stocks of United States cotton. The reasons 
for the reduction have been the lack of dollars to buy this cotton, the 
difficulty and high cost of obtaining credit, the general feeling of un- 
certainty, and the fear of another inventory devaluation as a result of 
a further decline in the level of the cotton market. This fear is accen- 
tuated by the uncertainty of export policies in several countries, espe- 
cially in Brazil, Pakistan, and Turkey. It is extremely difficult, if not 
impossible, for foreign mills and foreign merchants to protect them- 
selves against inventory losses by hedging their stocks on the cotton 
futures exchanges. 

Mr. Brown commented on this the other day. 

There are no futures exchanges operating now except in the United 
States and here the operation requires dollars which are not usually 
available to foreigners in adequate amounts for this purpose. While 
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the cotton market was advancing this was no problem, but, since the 
market has been declining, those who could not hedge their stocks have 
been forced to reduce their stocks to avoid a possible loss. Then, many 
foreign mills took tremendous inventory losses during the last 2 years 
when market prices tumbled after having been bid up by scarebuying 
following the Korean war. ‘These losses seriously impaired their oper- 
ating capital and forced many to restrict their buying to a hand-to- 
mouth basis. 

The pipeline must be rebuilt for the security of the foreign mills 
and to permit maximum efliciency in their operations. It would take 
more than a million bales of cotton to build the foreign pipeline to the 
level that is considered by the foreign mills to be desirable. 

Insurance protection against some of the unusual risks of war, insur- 
rection, confiscation, and so forth, as this bill provides, would be very 
helpful in meeting some of the problems created by present conditions. 

By providing insurance against presently uninsurable risks, much 
of the pipeline can be rebuilt and financed continually by private in- 
dustry in the United States. The dollar requirements of the cotton- 
consuming countries will be reduced to the extent that the cost of the 
pipeline is financed by United States private interests. 

Building stocks in this manner through the free-enterprise system 
also seems to be a preferable alternative to building stocks over the 
world by Government arrangements through international agreements 
as has been suggested by many foreign countries. ‘This measure would 
seem to go a long way toward meeting the desire of the European 
countries to have more adequate stocks available in their own countries 
for security. 

It is cheaper and less hazardous for commercial interests in the 
United States to finance the pipeline because the interest rate avail- 
able in this country is much less and because the United States firms 
ean avail themselves of the protection of the cotton futures exchanges. 
New York interest rates are one-half to one-third what they are in most 
foreign countries. This should reduce somewhat the cost of mill oper- 
ations abroad and represent a further dollar savings to those countries. 

Another real advantage of the proposal is that it would increase 
consumption of United States.cotton. United States cotton would 
be available to the mills immediately and as they required it. Also 
such stocks on hand in foreign ports permit the mills to make selec- 
tions of the qualities they desire. Since the proposed insurance would 
be limited to United States cotton, other cotton would not be available 
to the mills to the same extent. This should be a real advantage in in- 
creasing consumption of United States cotton. This is particularly 
important during this period when foreign mills are operating on a 
hand-to-mouth basis. 

I have just returned from Europe and we put this question to the 
leading spinners all over Europe, at a meeting where 75 of them were 
present. They were unanimous in telling us that they thought this 
should be a very real advantage to United States cotton and to them. 

The bill would definitely help cotton meet its price competition 
from other growths as well as from synthetic fibers by permitting 
United States cotton to be sold on more favorable terms. At the 
present time most cotton is usually sold on terms that require pay- 
ment before shipment. Since the capital of the foreign mills has 
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been greatly reduced it is very difficult for them to finance cotton 
much in advance of the time they need to spin it. Since the volume of 
credit is limited and since interest rates range from 6 to 12 percent, 
it is difficult and expensive to borrow money to finance inventories. 
It isa real advantage to a foreign mill if he does not have to pay for 
his cotton until after it arrives. ‘To a mill with limited operating 
‘apital these special terms may offset a price disadvantage. Under 
the insurance program United States cotton could be sold to be paid 
for on arrival since the owner would be protected in the event the 
buyer was unable to take up the cotton as contemplated. As this pro- 
tection would not be available to other growths, this would be a special 
advantage for United States cotton. 

This bill may be especially important in meeting competition with 
synthetic fibers especially now that the price relationship is very close. 
The synthetic manufacturers abroad have gained many markets by 
the very favorable credit terms on which they have sold their products. 
Today the synthetics are often sold on mill acceptances, to be paid 
for 90 days after delivery to the mill. This bill would permit the cot- 
ton to be insured so long as it was held as collateral by United States 
interests. To this extent the measure would be helpful in arranging 
special deferred payment plans to meet this credit competition. Many 
foreign spinners have indicated they would buy cotton in preference 
to synthetic fibers if they could get as favorable credit terms. 

Let me emphasize the necessity for this insurance. Cotton mer- 
chants normally operate on a rather narrow margin of profit, usually 
about 1 percent. It is obvious therefore that the loss of only a few 
bales would wipe out all his profit and possibly his capital. Most 
cotton firms normally finance their operations through banks which 
lend up to 85 percent of the market value of the cotton provided it is 
in a secured position. While the danger or threat of war may not be 
very real in the minds of some, the possibility is great enough that 
shippers generally are unwilling to risk their capital for the hope of a 
1-percent profit. The banks take the same attitude. With these risks 
insured any number of special arrangements in the form of credits 
and special services can be provided, 

This insurance is not available from private insurance companies 
at the present time. Merchants can get war-risk insurance afloat but 
this terminates when the cotton is unloaded. 

Another point I would like to make is that this measure is not de- 
signed to put the Government in the insurance business. This bill 
envisions that the Government would simply be assuming the so- 
called political risk which no private company is in a position to 
assume. The insurance companies would act as agents for the Export- 
Import Bank in the same general manner in which they operate under 
the special maritime insurance program on ships. ‘This protection by 
the Government is certainly not without precedent. As a matter of 
fact, the Government has usually provided such protection in a period 
of hostility and several times before when there was a threat of war. 

Under normal conditions the program should not cost the Govern- 
ment anything as premiums to be changed would be sufficient to cover 
the cost. The cost to the Government of such an insurance program 
in the case of cotton should not be great, even in the event of war. 
It is unlikely that as much as $100 million would be at risk on cotton 
at any one time all over the world. It is inconceivable that more than 
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a fourth of this would be lost as a result of war or other actions 
mentioned in the coverage. A substantial part of this loss would be 
offset by premiums which had been collected. 

One further point I would like to make is that in our opinion this 
measure would be eminently fair to all merchants, especially the 
smaller firms. As a matter of fact, this would give the smaller firm a 
greater advantage in his competition with the larger firm than he 
has at the present. Now a few of the largest international firms with 
large capital sell on deferred-payment terms, that is cash on arrival, 
or sometimes sell for payment 30, 60, or 90 days after delivery of the 
cotton. Some of the large firms stock cotton for their own account 
in foreign ports. But because of the risks business of this type is 
limited. However, the United States banks will not normally accept 
such cotton in foreign countries as collateral so these firms do this 
business with their own capital and usually with other than United 
States cotton. Obviously small firms with limited capital cannot en- 
gage in such transactions without bank financing. With this insurance 
the banks have indicated they will aid in financing cotton sold for 
payment on arrival or cotton shipped on consignment. So we feel 
this will be helpful to all merchants. It should be especially useful in 
increasing United States cotton consumption abroad and United 
States cotton exports. 

We, therefore, urge the passage of H. R. 4465. 

The Cuamrman. Thank you, Mr. Dunn. 

Are there questions ¢ 

Mr. Berts. Mr. Chairman. 

The Cuatrman. Mr. Betts. 

Mr. Berrs. I just want to make it clear. Did you say that ordi- 
narily war-risk insurance applies only to goods in transit? 

Mr. Dunn. Available today, yes, goods in transit. It terminates on 
unloading from the ship. 

Mr. Betrs. That is all. 

Mr. Mumma. You spoke about the European situation. Are thom 
acquainted with the Asian situation? In other words, where does 
Japan get its cotton now? Generally speaking? 

Mr. Dunn. Japan gets most of its cotton from the United States. 
They are spinning at the rate of about a million seven hundred thou- 
sand bales, and they are getting about three-quarters of a million 
bales from us. 

Mr. Mumma. Where would you say Red China gets theirs? 

Mr. Dunn. From within their own boundaries, mostly. Very re- 
cently some cotton has moved from cotton-producing countries out- 
side the Iron Curtain into China. 

Mr. Mumma. Do you have any idea how much American cotton has 
gone in there in the last year? 

Mr. Dunn. I would say none, sir. 

Mr. Mumma. Do you remember an order by Secretary Sawyer stat- 
ing that they had lifted the embargo on cotton to Hong Kong? 

Mr. Dunn. Yes, sir. 

Rs Mr. Mivarms. Would you think much of that would go into Red 
hina? 

Mr. Dunn. We would doubt it. We would doubt that it would go 
in as cotton. 
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Mr. Mumma. As cotton? 

Mr. Dunn. Yes. If it should go in in the form of textiles or yarns 
it would be in rather small quantities. They have a rather tight con- 
trol procedure set up for checking the cotton which goes into Hong 
Kong, and to see that it doesn’t go through Hong Kong into Red Chine. 

Mr. Mumma. Well, all the spinning mills in Hong Kong, are they 
spinning for Hong Kong? 

Mr. Dunn. Yes, most of them. 

Mr. Mumma. In other words, we are really helping Red China te 
buy that cotton going into Hong Kong. The British have promised 
to police it, but I don’t see where their market would be unless it went 
into Red China. 

Mr. Dunn. No, sir; the Hong Kong mills, of course, are manufac- 
turing for Hong Kong and for other export markets. They are selling 
in Indonesia, Burma, Malaya, Singapore, and all over the Far East. 

Mr. Mumma. Well, you said unless it goes in as yarns or something 
like that. 

Mr. Dunn. Which is extremely difficult. 

Mr. Mumma. All they need do is to sell it, isn’t it? The British 
are not turning down any business, are they? It is just a point that I 
would like to bring out. I have always felt that we were helping to 
defeat our own cause by letting them have anything that is of a stra- 
tegic value go into Hong Kong. 

Mr. Dunn. It is our feeling, if I may say so—— 

Mr. Mumma. Do you have any idea how many bales went into 
Hong Kong? 

I have been going to write to the Secretary to find out. 

Mr. Dunn. This current season, very little. It is a negligible 
amount of United States cotton, although other cotton is going in 
there. But it is our feeling that that program is carefully safe- 
guarded by the Department of Commerce. 

Mr. Mumma. I hope it is, but I can’t see that. The people in Hong 
Kong can’t consume a lot of that. It is a little beside the point, but I 
would hate to see this program provided for Hong Kong, as long as 
the Korean conditions are as they are now, and according to that we 
could put it in over there, just as in any other place. Of course, 1 
realize Britain is going to try to keep it down as much as possible, for 
its own products or Sterling group. 

That is all. 

The Crairman. Mr. Dunn, I notice a statement in Mr. Hunt’s state- 
ment, representing the Dallas Cotton Exchange, that the Dallas Cot- 
ton Exchange seems to be very much opposed to this bill, and he makes 
one statement in here that you may want to comment upon. I wish 
someone would comment upon it. 

It says: 

Bill H. R. 4465 that you are considering is so far reaching that we do not 
think it will be difficult to defeat, but we want to go on record as opposing any 
substitute bill embracing the same general objectives. 

So far as testimony has gone so far, there hasn’t been any opposi- 
tion to it, and I wondered what might be the justification for that 
statement. He seems to think that the State Department opposes 
the bill. 
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Of course, we don’t want to do anything which will give an 
advantage to the extremely rich American cotton merchant to the 
great mass of the American cotton farmers, which is another of 
Mr. Hunt’s statements. I can’t quite reconcile his statement with 
that of any other witness. 

He says that the Dallas cotton exchange is the largest export cot- 
ton market in the world, and is comprised of 136 members engaged 
in all phases of the cotton business. 

Mr. Hays. His statement leads you to believe that they are just 

oor struggling merchants in one word, and then in the next word 
he says they are the largest in the world. Like the chairman, I can’t 
quite reconcile his statements. 

Mr. Rarns. What could be the possible objection of the State 
Department ¢ 

The Cuamman. I don’t know. Tassume that the National Advisory 
Council, of which the Secretary of State is a member, has had an 
opportunity to go over this bill, and I know the Secretary of Agricul- 
ture and the Secretary of the Treasury have approved the bill. So it 
comes to me as somewhat of a surprise that it should be taken by Mr. 
Hunt that the State Department would be against it. 

Mr. Rains. How can it be against the best interests of the American 
cotton farmer, when the objective of the bill is to step up cotton 
exports in this country 4 Can you see how it would be detrimental to 
the American cotton farmer? 

Mr. Dunn. May I comment, Mi. Chairman ? 

The Caran. I don’t want to pit you against Mr. Hunt, but T 
would like this cleared up. 

Mr. Oac. Could I just add a word there ? 

The Cuamman. Mr. Ogg. 

Mr. Oca. Well, since he apparently refers to the cotton farmer, our 
cotton farmers in the Farm Bureau have considered this bill, and we 
think we are probably in a little closer touch with the cotton farmers 
than is the Dallas Cotton Exchange. I just want to make clear that 
we think it will help the small farmer as well as the big farmer. That 
is all. Thank you. 

Mr. Dunn. If I may comment briefly, Mr. Wolcott, this is a mi- 
nority opinion of a certain group in the Dallas community. It should 
be pointed out, though, that the question he raises with regard to the 
support for this legislation in the administration are not correct. 

The State Department, the Mutual Security Administration, have 
both supported this measure rather strongly. They had letters to that 
effect presented in the Senate. I don’t know whether you have re- 
ceived such letters or not, but they are on record in the Senate to that 
effect. 

Now, the leading farm organizations have also considered this mat- 
ter rather carefully and feel that it is definitely to the best interests 
of the cotton producers. 

As to the question of the interest of merchants, I believe there is a 
witness who will appear later from the American Cotton Shippers 
Association who will explain the broad support which this has from 
that group. 

This is also supported by the warehousing fraternity, along with 
other segments of the industry. 
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So, we do feel that the objections Mr. Hunt refers to are not well 
founded, since they are refuted by the fact that these other organiza- 
tions have all endorsed the legislation. 

As to the question about the small shippers, I attempted to cover 
that in my formal statement. Since the banks now indicate that with 
insurance available they will be in a better position to accept cotton 
which is in consignment in foreign ports, or which is sold cash on 
arrival, but which might not get paid for at the proper time; and 
since they are willing to accept such cotton as collateral, they would 
be able to finance small merchants who are not able to do this kind of 
business on their own capital at the present time, and many small 
merchants all over the country have told us that they think that this 
facility would be a real advantage to them, and permit them to do 
business that they cannot do at the present time, especially cash ar- 
rival business. 

The Cuaiman. The only suggestion of possible discrimination 
that I have found yet is on page 6 of your statement, where you say: 

Some of the large firms stock cotton for their own account in foreign ports. 
But because of the risks business of this type is limited. 

Now, if we remove these risks with insurance, partially at any rate, 
would you think that that practice on the part of some of the larger 
firms would be to the prejudice of the small firms and the American 
cotton farmer? 

Mr. Dunn. No, sir; it is the other way around. The small firms 
ran’t do it now. They simply don’t have the capital and the banks 
will not permit them to do it. Some of the large firms, operating on 
their own capital, can do it if they are willing to take the risk. 

The Crairman. It is your idea that this would give a greater op- 
portunity to the small exporters to get the credit by which they might 
indulge in the same practices ¢ 

Mr. Dunn. Yes, sir. 

The Cuamman. Are there further questions ? 

Mr. Deane. Mr. Chairman. 

The CnHatrman. Mr. Deane. 

Mr. Deane. Mr. Dunn, don’t you think, too, that this bill will some- 
what place a floor into this extremely competitive markets of syn- 
thetics ? 

Mr. Dunn. Yes, sir: it is our feeling that it would be a very definite 
advantage. As a matter of fact, a number of foreign millowners 
have made that comment to us on our last trip, 2 months ago. 

Mr. Deane. To what extent are synthetics moving into the Euro- 
pean trade? 

Mr. Dunn. To quite a large extent. The production and consump- 
tion of synthetic fibers of all kinds in foreign countries at the present 
time is equivalent to almost 7 million bales of cotton. 

Mr. Deane. In other words, you visualize the severe problems fac- 
ing the cotton industry unless they keep abreast of the market and use 
every means possible to move our cotton ? 

Mr. Dunn. Yes, sir. 

Mr. Deane. That is all, Mr. Chairman. 

The Cuamman. Are there further questions? 

Mr. McVey. Mr. Chairman. 
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The Mr. McVey. 

Mr. McVey. I should like to ask Mr. Dunn how much American 
cotton is used in China in peacetime each year ? 

Mr. Dunn. The Chinese situation has changed through a period of 
20 years. There was a time when China used 300,000 or 400,000 bales 
of United States cotton, but then the increased production of China 
made her not only self-sufficient but put her in an export. position. 
So that China was producing more than she consumed, and imports 
were reduced to a few special qualities. 

Mr. McVey. An at to the Korean war wouldn’t help the cotton 
situation in this country very much, then ? 

Mr. Dunn. Sir, that is rather a large question. My personal opin- 
ion is that the psychology would be more important than any change 
in the statistical situation which might result. 

The Cuatrman. Are there further questions ? 

Mr. Spence. Isn’t it true that probably the only opposition to this 
bill would be by the warehousemen ? 

Mr. Dunn. One would think that, Mr. Spence, but the warehouse- 
men have not expressed gph 

Mr. Srence. I remember some years ago, after the Commodity 
Credit Corporation bought cotton to support the price, and a great 
deal was stored in the inland warehouses, and it was desired to move 
it to the shore warehouses, Congress passed an act permitting them 
to do it, I suppose at the instance of the inland warehouses, and con- 
trary to the usual rules of personal property they remained there. 

The CuarrMan. That was on the premise that there were more in- 
land warehouses than shore warehouses. 

Mr. Srencr. I suppose so. I talked against it but it didn’t do much 
good. 

Mr. Hays. Mr. Chairman. 

The Cuarrman. Mr. Hays. 

Mr. Hays. I am interested in this statement of the Dallas Cotton 
Exchange, Mr. Dunn. I think the chairman has put his finger on 
something that we ought to have cleared up completely. 

The second sentence says “The Dallas Cotton Exchange is the 
largest export cotton market in the world.” Then I have skipped 
over this statement rather hurriedly, and they take 4 pages to set 
forth all sorts of reasons why they are against this, mainly because it 
will hurt the little man. Maybe you wouldn’t care to comment on 
this, but it appears to me, from the sort of defense set up, that they 
might be more worried about competition from the little fellow than 
anything else. 

Would you think that might be a factor? In other words, what 
I am trying to get at—and I think you have brought it out—you 
think this would stimulate the activity of the small shipper in getting 
his cotton consumed abroad ¢ 

Mr. Dunn. Many small shippers have expressed that view, that 
it would put them in a better position. 

Mr. Hays. And, therefore, would make them more competitive with 
this concern which says that it is the largest exporter in the world? 

Mr. Dunn. Possibly. It is true that there are many small ship- 
pers located in Dallas, but there are many large firms operating in 
Dallas that have their headquarters in other towns. 

Mr. Hays. That is all. 
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The Cuarmman. Are there any other questions / 

If not, thank you very much, Mr. Dunn, for your presentation. 

Mr. Dunn. Thank you. 

The Cuarrman. We will now hear Mr. Homer Brinkley, executive 
vice president of the National Council of Farm Cooperatives. 

Mr. Brinkley, we are very glad to have you appear. You may 
proceed in any way you wish. 


STATEMENT OF HOMER L. BRINKLEY, EXECUTIVE VICE PRESI- 
DENT OF THE NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Brinxiey. Mr. Chairman, members of the committee, my name 
is Homer L. Brinkley and I am executive vice president of the Na- 
tional Council of Farmer Cooperatives, Washington, D. C., an organi- 
zation whose member associations are engaged in the marketing of 
farm products and the manufacturing and purchasing of farm sup- 
plies for approximately 2,600,000 farmers of this country. Some of 
our member organizations are engaged in extensive cotton-marketing 
operations for their farmer members. 

We are in favor of the passage of H. R. 4147 because we believe 
the passage of such bill will increase the exportation of cotton to 
foreign countries, and it will make it possible for American cotton 
to be more competitive in foreign markets. 

During the present marketing season the exports of cotton have 
been reduced approximately 50 percent. For example, the last export 
figures show that on April 9 last year we had exported 4,619,426 bales, 
whereas on the same date this year we had exported 2,307,259 bales. 

There are a number of reasons why we have this reduction in 
exports. But certainly one of the primary reasons is that American 
cotton has not been competitive in many of the markets of the world. 
In view of the fact that many countries of the world have a shortage 
of dollars, it has been very difficult for them to purchase and place 
into stock in these countries a sufficient volume of American cotton 
during the present marketing season. In addition to the financial 
problem involved, there is no way for foreign mills to helge their 
cotton. Consequently, although they were willing to take some risk 
in the market when we had a rising market, they are not now willing 
to take any risk in the market when they cannot properly hedge their 
cotton. In addition to these problems, foreign mills have to pay an 
extremely high interest rate for their money. Since money can be 
obtained at much cheaper rates in this country it is most desirable 
that shippers and cotton handlers from this country be permitted to 
store stocks of cotton in foreign countries. 

At the present time foreign cotton is selling at some cheaper prices 
than American cotton. We believe if shippers of American cotton 
can obtain the insurance which is provided in this bill they can use 
the favorable financing rates that are available to them, and the 
hedging facilities that are available, in such a way that they can 
largely offset the present competitive price advantage of foreign 
cotton. 

Also there is one other factor that seems to me to be quite important 
in the sale of American cotton. In years prior to the last World War 
it was the practice of many foreign firms, in addition to some Amer- 
ican firms, to carry large stocks of American cotton in many of these 
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foreign countries. By having these stocks available in the foreign 
countries the individual mill was in position to look at the samples of 
this cotton and select exactly the kind of cotton that particular mill 
wanted to purchase. In that way each mill was able to obtain its exact 
requirements as to grade and staple. 

Since the grading and stapling of cotton are not an exact science, 
very often it is difficult for a shipper in this country to take an order 
and ship the cotton to a foreign mill and have the mill satisfied with 
the shipment. As it has been impossible to carry any stocks of Ameri- 
can cotton in foreign countries, due to the inability to obtain insur- 
ance, practically all American shippers have had to take orders on 
description from these foreign mills and ship the cotton to the best of 
their ability based on these descriptions. In calling on mills in many 
of the foreign countries I have found that a large number of the mills 
have become quite dissatisfied with the shipments of American cotton 
they have received. Consequently, at times some of these mills have 
shifted to other growths because of the fact that they did not feel they 
could obtain the exact kind of cotton they wanted in shipments from 
the United States. I am certain that the present system has created 
lots of ill will with reference to American cotton, and I am sure that 
if this bill ean be passed and stocks of American cotton can again be 
placed in these foreign countries in such a way as to make it possible 
for the individual mill to personally select the kind of cotton that it 
wants, it will immediately improve the salability of American cotton 
and should help stimulate exports of American cotton. 

Since it is very essential to the economic welfare of the South that 
we produce a minimum of 12 to 15 million bales of cotton per year, 
which production will require reasonable exports to foreign countries, 
we feel this bill should be passed. 

Based on all the information we have been able to obtain, even 
though we have passed through two world wars in recent years, and 
wthough the cotton shippers of this country had cotton stored in 
most of the countries of the world, there has been a very, very small 
loss of cotton. For this reason we do not believe that there is any 
great risk involved in the insurance that is being requested. But it 
Is very necessary because the average small cotton firm cannot finance 
its cotton in foreign ports with domestic banks unless they can have 
the cotton completely insured. Under present conditions this is not 
possible, and therefore the average cotton firm cannot finance any 
stocks of cotton in these foreign countries. 

Our investigation indicates that the cotton trade generally is in 
favor of this bill. There are a few exceptions due to their belief that 
this bill might give a competitive advantage to some of the larger 
firms. Our investigation does not substantiate this fear on the part 
of a few smaller cotton firms of this country. Furthermore, we believe 
that in a problem of this kind the interest of the millioins of cotton 
farmers and those people who are interested in the production and 
handling of cotton other than cotton shippers is paramount. We feel 
this bill is definitely in the interest of the cotton farmers of the South, 
and we therefore feel that the bill should be reported favorably by this 
committee. We hope the bill will be passed by the Congress at the 
earliest possible date. : 

The Cruatrman. Thank you, Mr. Brinkley. 

Mr. Brown. 
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Mr. Brown. I understand Mr. D. W. Brooks is president of the 
National Council of Farmer Cooperatives ? 

Mr. Brinker. He was last year: yes. 

Mr. Brown. I wish to state that D. W. Brooks’ home is in my dis- 
trict. [think he knows as much about the cotton export trade as any 
man in America. He was a member of a small group appointed by 
the President to investigate our export trade. 

Mr. Brinkiry. Export Committee of the Cotton Advisory Com- 
mittee, I believe it was. 

Mr. Brown. That is right. 

The Cnamman. Are there further questions 

(No response. ) 

The Cuairman. Thank vou very much. 

Next, we will hear Mr. William A. McGregor, president of the 
Guaranty Trust Co. of New York City. 

You may proceed, Mr. McGregor. 


STATEMENT OF WILLIAM A. McGREGOR, VICE PRESIDENT, 
GUARANTY TRUST CO. OF NEW YORK 


Mr. MeGrecor. Mr. Chairman, I have a brief statement that I 
would like to read from. 

My name is William A. McGregor, a vice president of the Guaranty 
Trust Co. of New York. 

I have an interest in the passage of bill H. R. 4465 for TI think it will 
stimulate the export of certain American products, cotton being one 
of the most important items, 

For many, many years the Guaranty Trust Co. has loaned substan- 
tial amounts of money to cotton merchants for the handling of the 
American crop. | have had occasion to observe the practices of the 
trade, and the terms and conditions under which sales are made to 
domestic mills and foreign buyers. Subsequent to the First World 
War, a large part of our exports of cotton was represented either by 
consignments to important importing countries of the world, or by 
what is generally termed “cash arrival sales.” As world tensions in- 
creased, merchants were correct in their conclusions that they could 
not afford to take the risks inherent in sales on these terms without 
adequate insurance protection, which insurance is not available 
through the usual insurance channels. It was necessary for them to 

require foreign buyers to arrange letters of credit providing for pay- 
ment through American banks, thus eliminating the assumption of 
the uninsurable risks following the cotton when it landed on foreign 
shores. Providing letters of credit is an expensive procedure for the 
buyers and, if shippers tind it possible to undertake the business, I am 
confident foreign consumers would much prefer to arrange their pur- 
chases on cash-arrival terms or take delivery from consigned stocks. 

Merchandising cotton is a most competitive business in which there 
is a very small margin of profit, averaging perhaps about 1 percent 
on the turnover. Consequently merchants cannot expose themselves 
to risks completely be yond their control, and those of us in banks 
engaged in the financing of merchant operations try to see to it that 
they ‘do not assume such risks. To secure loan accommodations from 
banks it is customary for merchants to pledge cotton as collateral, 
providing a small margin, usually about 15 percent; moreover, total 
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credit accommodations extended these merchants are very substantial 
in relation to their own net worth. Therefore, banks must insist that 
they protect themselves in every way possible, adequate insurance 
being a necessity. 

With the insurance protection provided under this bill, I think 
banks would be favorably anak to making loans against foreign 
shipments, both cash-arrival and consignments; foreign buyers could 
be given more favorable terms of purchase; and I am confident ex- 
ports of American cotton would be stimulated thereby. 

The Caiman. Thank you, Mr. McGregor. 

Are there questions of Mr. McGregor ¢ 

Mr. Spence. A great part of these goods would not be shipped on 
consignment, would they’ They would be shipped into the American 
market; isn’t that true / 

Mr. MeGrecor. Tam sorry, I didn’t hear that. 

Mr. Spence. The great part of these goods would not. be shipped 
on consignment but would be shipped to American markets, where 
they could be subsequently sold ¢ 

Mr. McGrecor. Well, when you say “shipped to an American mar- 
ket,” do you mean 

Mr. Srence. The market that would be established over there by 
reason that when they would come to rest they would still be insured 
and they could take their time to sell the goods. 

Mr. McGreeor. You mean they would be shipped on consignment ; 
yes. A large ont of the merchants try to keep these consigned stocks 
turning, and they would place a certain amount of cotton on consign- 
ment, and as the mills began to use up those stocks they would replen- 
ish them. 

Mr. Srence. They would keep a permanent stock ? 

Mr. McGrecor. That would be their intention; yes. 

Mr. Srence. That would stimulate purchases? 

Mr. McGregor. That is right. 

You asked a question a few minutes ago in which I] was interested, 
that is about the exports of tobacco. 

I did talk to one of the large exporting tobacco firms, and they said 
they would be especially interested in the passage of this bill, because 
at the present time they are not permitted or do not follow the practice 
of consigning tobacco stocks, but I think they would be inclined to do 
so to certain markets if this bill is passed and insurance protection 
made available to them. 

Mr. Spence. Well, that is a very powerful argument with me, as 
I am very much interested in tobacco markets. 

Mr. Oaxman. Mr. Chairman. 

The CHatrrman. Mr. Oakman. 

Mr. Oaxman. Mr. McGregor, don’t you think this bill has the poten- 
tiality also of assisting in foreign trade for manufactured products? 

Mr. McGrecor. Yes. 

Mr. Oakman. Chemicals, pharmaceuticals, and other agricultural 
products? 

Mr. McGrecor. Definitely. 

Mr. OakMman. Such as beans? 

Mr. McGrecor. I think so. 

Mr. Oaxman. And automobile parts and accessories, tires, tubes, 
and things of that nature? 
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Mr. McGrecor. It certainly has potentialities in that respect; yes, 
sir. 

Mr. Oakman. That is all. 

The Caiman. Thank you, Mr. McGregor. 

We now will hear from Mr. Roy Leifllen, of counsel for the Asso- 
ciation of Marine Underwriters. 

We are glad to have you with us, Mr. Leifllen, and you may proceed 
as vou desire. 


STATEMENT OF ROY LEIFFLEN, OF COUNSEL FOR ASSOCIATION OF 
MARINE UNDERWRITERS OF THE UNITED STATES 


Mr. Letrrven. Thank you, Mr. Chairman. 

My name is Roy Leifllen and I am a partner in Bigham, Englar, 
Jones & Houston, counsel for the Association of Marine Underwriters 
of the United States. The Association of Marine Underwriters of the 
United States is a trade organization composed of American insur- 
ance companies that are engaged in the writing of ocean marine 
insurance. 

We are grateful for the privilege of being permitted to testify on 
H. R. 4465. 

First of all, I wish to point out that the position of American insur- 
ance companies is that they are traditionally opposed to the entry of 
the Government into the insurance business. However, marine under- 
writers realize that this bill is designed to provide a protection which 
is not available in the commercial insurance markets, for the reason 
that private marine insurance underwriters came to the conclusion, 
prior to World War II, that war risk insurance on cargoes on shore, 
other than for a limited period at a transshipping point, presented the 

otentialities of such large concentrations and losses that it was 
beoeedl their financial capacity to carry such risks. 

The development in recent years of new weapons with potentialities 
for destructiveness beyond human experience or conception lends even 
more weight to the decision of the commercial underwriters that their 
insurance against war risks must be limited so as not to endanger the 
assets of their companies, which assets must be preserved for the 
protection of all the policy holders and not just a few. Ocean marine 
underwriters also recognize the fact that the United States Govern- 
ment will probably find it expedient to furnish marine war risk insur- 
ance facilities in the event of a third world war. Public Law 763 was 
passed by the 81st Congress for that purpose, and precedents exist 
in that marine war risk insurance was made available by the United 
States Government during World Wars I and IL. The bills author- 
izing such war risk insurance were not opposed by American marine 
insurance underwriters. 

The association understands that this legislation was primarily 
introduced for the purpose of providing protection for exports of 
American cotton, in storage in friendly foreign countries, in which 
an American citizen or American corporation, partnership, or asso- 
ciation still has a financial interest. The bill, however, does not con- 
fine the Export-Import Bank’s authority to insurance of cotton, and, 
if passed, it would appear that exporters of any agricultural or manu- 
factured commodity, or any type of merchandise exported from the 
United States would be eligible for this insurance, subject to the limi- 
tations in the bill. 
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The bill provides for an aggregate limit of insurance not in excess 
of $100 million, outstanding at any one time, and presumably once 
this amount was in force it would be impossible for other exporters 
to avail themselves of this protection. ‘The exports of the United 
States during the year 1952 are estimated to total approximately 
$15 billion, and while it is very likely that the financial interest of 
the American shipper terminated prior to discharge of the overseas 
vessel on a substantial part of these exports, the possible limits which 
the Export-Import Bank might be ultimately called wpon to insure 
might well exceed the stated limit. In this event the Export-Import 
Bank would be faced with the alternative of asking for further con- 
gressional authority or of discriminating between American concerns 
or trade groups. ‘The former course would appear to involve risks of 
very serious loss to the Government, as it is the considered judgment 
of underwriters that modern weapons of war render substantially the 
entire amount of insurance subject to loss in the event of outbreak of 
hostilities. 

While the bill specifically says that it is intended to provide insur- 
ance for the benefit of citizens, corporations, partnerships, or associa- 
tions of the United States, lines 9 to 12, on page 1: in lines 10 to 12 
on page 2 it provides for insurance on property that is owned in 
“whole or in part” by the assured, and the question, therefore, arises 
as to whether or not this latter provision would not make the insur- 
ance available to noncitizens in cases where the ownership of the mer- 
chandise was only partially in the name of a United States citizen. 

Under the phraseology “confiscating, expropriating, or requisition- 
ing” many contingencies might be covered which are not really war 
risks, but which might be the result of a breach of the law of the 
country in which the goods are located. Many countries today, for 
example, have currency and/or pure food regulations, and a confisea- 
tion, expropriation, or seizure because of a breach of such regulations 
might be recoverable under insurance written in accordance with 
terms of the bill, even though no warlike situation existed, 

The bill provides that the insurance is to be limited to a “friendly” 
foreign country; afd T wish to point out that a country hostile toward 
the policies of the United States may still technically be a “friendly” 
country. 

In addition to the above comments, the association has one very 
specific objection to the wording of H. R. 4465. Under the authority 
of lines 14 to 20 on page 2, read in conjunction with line + on page 2, 
the Export-Import Bank will be authorized to provide war risk insur- 
ance on goods not only while on shore at destination but also while 
in transit by sea or air to the port of destination, It seems to us that 
the Export-Import Bank should not be authorized under any cir- 
cumstances to provide insurance on goods while on overseas voyages, 
either by vessel or aircraft. Such coverage is currently available in 
the commercial market on reasonable terms and conditions and in the 
event that such insurance cannot be obtained on reasonable terms 
and conditions in the commercial insurance market the Secretary of 
Commerce is authorized to provide war risk insurance on shipments 
by sea and by air (Public Law 763, 8ist Cong.; Public Law 47, 82d 
Cong.). 

The bill as it is presently worded would authorize the Export-Im- 
port Bank to insure tangible personal property “in transit to or 
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located in any friendly foreign country.” Insofar as it authorizes 
the Export-Import Bank to insure goods “in transit to” a foreign 
country, it parallels an existing authority in the Secretary of Com- 
merce and is therefore unnecessary. Accordingly, we suggest that 
line 4, page 2, should be amended by striking out the words “in transit 
to or” so that the phrase will then read, commencing line 1 and ending 
second word line 6: 

against the risks of loss of or damage to tangible personal property of United 
States origin which is exported from the United States in commercial inter- 
course and is located in any friendly foreign country, to the extent that such 
loss or damage results 

and so forth. This amendment will not be detrimental to the Ameri- 
‘an exporter because, as stated above, insurance on shipments both by 
sea and air is currently available at reasonable rates in the commercial 
marine insurance market, and in the event that it cannot be obtained 
on reasonable terms and conditions the exporter can obtain the insur- 
ance from the Secretary of Commerce. 

We also want to point out that the bill proposes a coverage on prop- 
erty in foreign countries which the Congress has not so far provided 
for property on shore in the United States. 

While underwriters are hesitant to oppose governmental coverage 
in this field where commercial protection is not available, they feel 
that the same problems which deter commercial underwriters from 
providing this insurance apply to an even greater extent to the grant- 
ing of this insurance by the Government. Accordingly, they gravely 
question the wisdom of the passage of this bill. 

The Ciaran, Thank you, Mr. Leifllen. 

Are there questions of Mr. Leifllen 

Mr. Mumma. Your whole objection is that the law as it is worded 
would let free enterprise have their usual insurance policy 4 

Mr. Leirr_en. Yes, sir; and in the event that the rates in the com- 
mercial market became unreasonable, the Secretary of Commerce, 
under existing law, can insure shipments against war risks, both while 
at sea and in the air—while in transit, in other words, to a foreign 
country, so there is no need to authorize the Export-Import Bank to 
issue War-risk insurance on a cargo in transit to a foreign country. 

Mr. Mumma. You would protect it while it is in transit or en route 
from one location to another, in this foreign country, too. That 
would be the effect of the change vou suggest 

Mr. Letrecen. Yes, sir: war-risk insurance is not available to the 
commercial market on goods while in transit in the foreign country. 
In the commercial market war-risk insurance is now available from 
the minute the cargo is put aboard the ocean carrier, and insurance 
ceases upon discharge from the ocean carrier, with some exceptions 
in the cases of transshipment. There is a 15-day interim while it 
could be stationary in an intermediate port where it is still covered, 

It is also covered for 15 days after arrival at the foreign port of 
destination, or discharged there from the overseas vessel, whichever 
occurs first, the purpose of that being that the port might be crowded 
and the vessel might not be able to unload immediately upon arrival. 
So out of consideration for the exporter, he is given that period in 
which to discharge the cargo from the vessel. But war-risk insurance 
is not available in the commercial market on goods in transit in a 
foreign country. 
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Mr. Mumma. Say if it is unloaded at the docks in Genoa, and is 

there a month. And then moved up to Milan. Would this insurance 

Mr. Leirrten. If the destination were—no, sir; to Milan, it could 
not go by vessel. 

Mr. Mumma. From where? 

Mr. LererLen. From Genoa. 

Mr. Mumma. To Milan by vessel? 

Mr. Levrrten. Yes, sir; Milan is inland. 

Mr. Mum™a. Yes, but it would have to go by rail? 

Mr. Leirecen. I say it couldn't go by vessel. 

Mr. Mumma. Excuse me. I didn’t understand you. 

Mr. Leterten. The war-risk insurance in the commercial market 
would terminate upon the discharge of the cargo at Genoa, or else 15 
days after the vessel arrived in Genoa, whichever occurred first. 

Mr. Mumma. Your interest in protecting your legitimate estab- 
lished market for insurance won't interfere with it? 

Mr. Letrrien. Yes, sir. 

Mr. Mumma. And you think that would be accomplished by the 
reversal of those words? 

Mr. Lerrrten. It is not a reversal, it is striking out four words. 

Mr. Mumma. [have a request here from the very legitimate old-line 
American company, and I have a great deal of respect for it, and 
they just want the words turned around. They want “commercial 
intercourse as located in, or in transit in.” 

Mr. Leirrten. Well, the key word there is “in transit in.” The 
bill as it presently is worded says “in transit to.” 

Mr. Mumna. I see. It is a very small word, but I overlooked it. 

Mr. Leireten. Is that a letter from the Insurance Company of 
North America? 

Mr. Mumma. Yes, this company is interested in having “in transit 
in” and that still makes it in the friendly country, and the bill as 
written says “in transit to.” 

Mr. Yes. 

Mr. Mumma. So my position would still be correct, would it not? 

Mr. Letrrten. Well, if the word “to” is out. 

Mr. Mumma. It is, it is “in.” 

The Cuarrman. I think the point is that what you have in mind 
is, your insurance is available when it is in transit to the country? 

Mr. Letrrien. Yes, sir. 

The Cuatrman. Now, if you change this language to read “in tran- 
sit in,” that puts it in the same position as if it was located in the 
country. 

Mr. Letrrien. Yes, sir. 

The CHarrman. But not definitely located in one spot. So this 
insurance would cover—according to the suggestion made by Mr. 
Mumma—it in transit in the country after it arrives in the country, 
and en route to its location. 

Mr. Lerrrten. Yes, Mr. Wolcott, I agree with that completely. 
The Cuamman. Are there further questions of Mr. Mumma? 
Mr. Mr. Chairman. 

The Cuarman, Mr. Merrill. 
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Mr. Merriti. You raised the question, sir, that this insurance au- 
thorization might not be large enough to cover the demand for this 
type of insurance. 

Now, up until now I have not been able to get anyone to say approxi- 
mately how much this insurance authorization would be used, say, by 
the cotton industry. I note from your statement that you think it 
might be very much in excess of the hundred million dollars. 

Do you believe that this insurance authorization would be inade- 
quate within a very short time? 

Mr. Letrrien. | think in view of the amount of exports from this 
country last year, which were $15 billion, even a fraction of that 
would exhaust this amount. 

Mr. Merrit. Well, now, it has been suggested that most of the 
exports that we are sending out now would not require this insurance. 
I don’t understand why one commodity might be more vulnerable to 
a political risk like this than another commodity, but apparently the 
position has been, up until now in the hearings, at least, that there 
are certain types of commodities that require this type of insurance, 
and other types of commodities that don’t require this kind of in- 
surance. 

What do you have to say about that? Do you see what I am trying 
to say? I can’t see why cotton is any more susceptible to a political 
risk than automobiles or any other commodity, but apparently there 
is some reason why cotton, or certain commodities, are susceptible to 
this political risk while others are not. 

Do you know why that would be? 

Mr. Letrrten. I wouldn’t have any information on that, Mr. Mer- 
rill. From listening to the testimony of other witnesses apparently 
it would be the economic conditions in the foreign mills, which are 
the consumers of the cotton. But that is just a personal opinion. 

Mr. Merrit. It has been stated that it would take a million bales 
of cotton to fill the pipeline as it should be filled. Do you think that 
all of that cotton, then, would require this kind of insurance, if you 
are going to issue it to any part of the cotton supplies abroad? Do 
you understand what Iam trying to say ? 

They say it takes a million bales, right now, to fill the pipeline. Do 
you think that all of that cotton would require this type of insurance, 
if any of it would 4 

Mr. Lewrien. My guess would be “Yes,” because the foreign con- 
sumers of cotton can get all the American cotton they want, if they 
are prepared to meet the terms of the American seller—I mean, as 
the ma fon exists now. 

Mr. Merritt. What would be the cost? I don’t know what a bale of 
cotton costs. Do you? 

Mr. Leirr_en. I haven’t the slightest idea. 

Mr. Merritv. You have raised a question that has been in my mind 
all along here, and that is this: That we are creating a type of insur- 
ance here and we are saying we are willing to throw a $100 million into 
it, but are we creating a type of insurance for which there will be a 
demand that will require that we put in not a $100 million but $500 
million of this same type of insurance, and thereby incur an obliga- 
tion all out of proportion, or else if we are not willing to do that then 
we might have to do what the representative from the Commerce 


i 


48 AMEND EXPORT-IMPORT BANK ACT OF 1945 


Department didn’t want us to do; namely, discriminate between one 
commodity and another. 

Now, everybody elese has minimized the possibility that we would 
have to discriminate between commodities, but you have raised the 
question that you think it might be necessary. 

Mr. Leirriten. Yes, sir. 

Mr. Merritt. And you think that is a real danger ¢ 

Mr. Letrrien. Well, I have no specific information on it, Mr. Mer- 
rill. It is just 

Mr. Merritt. Well, no one else seems to have. You have no idea, 
then, as to how much of a demand there will be for this type of 
insurance 

Mr. Lerten. No, sir; I don’t think anybody could predict that 
accurately. I think it is just a guess. 

Mr. Merritt. So we have just got to go into it blind, and when the 
time comes when this authorization is used up we have got to deter- 
mine whether we are going to put more money into the deal or whether 
we are going to discriminate; is that right ? 

Mr. Letreten. That is the way it seems to me. 

Mr. Merrity. You can’t offer us any guidepost to determine what 
the possibilities might be ¢ 

Mr. Letrrven. No, sir. All I can say is that the commercial market. 
thinks it is such a dangerous risk that it won’t underwrite it. 

Mr. Merrit. That is all. 

Mr. Hays. Mr. Chairman. 

The Cuatrman. Mr, Hays. 

Mr. Hays. I notice in the last paragraph of your prepared state- 
ment you concentrate on the fact that this is such a dangerous risk 
that it might cost so much that commercial people are not willing to 
undertake it. 1 can see some validity in that, but have you given any 
thought to how much it might cost the Government not to stimulate, 
we will say, the sale of cotton abroad in every way possible? The 
Government is by law committed, ordered, to support the price of 
cotton at a set, pegged figure, for the next 2 vears, and whatever we 
don’t sell abroad we are going to sell to the Government, in effect. 
And it seems to me that the risk we would be taking in buying up 
that cotton that we have been ordered to buy—there is no way to get 
away from it, because you will never get Congress to do away with 
that law—might outweigh the risk if we can insure cotton consign- 
ments so as to sell more cotton abroad. 

Have you given any thought to that at all? 

Mr. No, sir: I haven't. 

Mr. Hays. Don't vou think it is a valid point ? 

Mr. Letrrcen. I think it isa point. On the other hand, you should 
be prepared, under this legislation, to lose a hundred million dollars. 

Mr. Hays. Well, in the event of war 

Mr. Leirrven. Which would buy a lot of cotton. 

Mr. Hays. But if war comes we would lose a lot more than a hun- 
dred million dollars. That would be merely a drop in the bucket. 
If we want to be optimistic and hope war doesn’t come we might be 
able to save more than that by selling some of these surplus crops 
abroad. 

I would like to clear up another point. This may answer one of 
your questions, Mr. Merrill. 
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If a purchaser abroad wants a hundred Ford automobiles, say 1953 
models, he can order them and he knows exactly what he is going to 
get. There isn’t going to be any variation that is perceptible to the 
human eye or even to measuring instruments between them. But a 
man who wants cotton can order a certain type, but due to the differ- 
ences brought out here in grading and specifications, he may not get 
what he ordered at all. But if it is on consignment there, and he can 
walk in and say “LT need so-and-so,” and look it over, and pick out the 
lots adapted to his particular manufacturing needs, he may buy it. 
Whereas, if he has to order it, and take a chance on getting what he 
wants, or take a chance on getting something that he cant spin, he 
might buy some other kind if it is available. 

I think that is the crux of the thing. 

Mr. Oakman. | think that would be particularly true of tobacco, 
too; wouldn’t it ? 

Mr. Hays. Yes: I think tobacco and cotton, from what little I 
know about them, would be the two most vulnerable commodities from 
that standpoint, wheress an article manufactured in my district, or 
up in Detroit, under certain specifications, is such that you know 
what you are going to get. You can order it any place in the world. 
You can order a car of a certain specification, and it doesn’t matter 
whether you get it in Malaya or Europe, that is what you are going 
to get. We know that. 

Mr. Oakman. They all come from the same tools and dies. 

Mr. Hirsranp. Mr. Chairman. 

The Cnatrman. Mr. Hiestand. 

Mr. Hiestanp. To return to this question of “in transit to,” or “in 
transit within,” let us presume that a shipment of goods is aboard a 
ship in the harbor of an alleged friendly nation. That is still “in 
transit to.” It is not yet unloaded. 

Mr. Letrrien. Yes, sir. 

Mr. Hirsranp. But if it should be bombed there, without this type 
of insurance, as I understand the private carriers’ insurance does not 
cover acts of war of that type ? 

Mr. Letrrten. They do. There is a special war risk policy, Mr. 
Hiestand. 

Mr. Hirstanp. Isitcommon? Is it inthe United States? 

Mr. Lerrrien. Oh, yes. 

Mr. Hresranp. All the time? 

Mr. Letrrien. Yes. 

Mr. Hresranpv. In other words, they are already carried, until this 
unloaded, presumably ? 

Mr. Letrrien. Yes, sir. 

Mr. Hirstanp. Thank you. 

Mr. O'Hara. Mr. Chairman. 

The Cratmreman. Mr. O'Hara. 

Mr. O'Hara. What is the total coverage of marine insurance 
written by American companies? 

Mr. Letrrien. The total amount? 

Mr. O'Hara. Total amount written; yes. 

Mr. Letrrten. I wouldn’t have that information. I can get it for 
you, Mr. O'Hara, possibly through a trade source. 

Mr. O'Hara. Do you have any general idea ? 
Mr. Lerrriten. No, sir: [have not. Not at all. 
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Mr. O'Hara. It would be considerably more than a hundred mil- 
lion dollars, wouldn’t it ? 

Mr. Lerrrien. Oh, yes, indeed. 

Mr. O’Hara. And a hundred million dollars coverage wouldn’t seri- 
ously affect the business of the marine underwriters, would it ? 

Mr. O'Hara. As I understand this bill—and all I know is what I 
have heard in the discussion here—it seems to be needed at this time 
principally for cotton and tobacco. We have some alarming signs 
now. Nobody wants a depression coming on. And this seems to be 
a measure that can’t seriously affect the marine underwriters, but it 
may have wholesome repercussions in avoiding an economic slowdown, 
by furnishing a larger foreign market for our cotton and tobacco, prin- 
cipally. That is why I wondered how the figure of a hundred million 
dollars, which is all that can be written, until the next Congress con- 
venes, how small that might appear, set up against the total amount 
of marine insurance written by our private companies, which I im- 
agine runs into the billions of dollars, doesn’t it ¢ 

Mr. Letrrien. I gues the amount insured would run that high. 

Mr. O'Hara. Yes. 

Mr. Lerrrien. I don’t think the premiums would. I mean I am 
just guessing. 

Mr. O'Hara. No, I meant the insured amount. 

Mr. Letrriten. Yes. Since the amount exported last year was about 
$15 billion, a good portion of that I would suppose was insured in the 
American market, and that is not taking into account imports into 
this country which in some cases are insured in the American market. 

Mr. O'Hara. Thank you very much. 

Mr. McDonoveu. Mr. Chairman. 

The Cuatrman. Mr. McDonough. 

Mr. McDonoven. In connection with your statement that you be- 
lieve this may interfere with the operation of your association, have 
you read paragraph 20, page 2, of the bill, which states that insurance 
may be provided pursuant to this subject only to the extent that it 
cannot be Sead on reasonable terms and conditions from compa- 
nies authorized to do insurance business in the United States, and to 
the extent that it can’t be obtained from any agency of the United 
States Government providing marine or war-risk insurance? 

Mr. LetrrLen. Yes, sir: I have considered that. 

Mr. McDonovuen. And, further, that in providing insurance pur- 
suant to that paragraph 3 the bank may reinsure other companies to 
take over this business, so that the bank could consider the marine un- 
derwriters association as an agency to handle the business? 

Mr. Lerrrten. Yes. 

Mr. McDonoven. Which is further protection against interfering 
with existing insurance companies. Don’t you think that is sufficient 
protection to guarantee that you wouldn’t be seriously interfered with? 

Mr. Letrrten. We would rather see it in the legislation itself. 

You see, under the provision which you have just mentioned, the 
exporter could claim that the rates in the commercial market were 
unreasonable, and apply to the Secretary of Commerce for the insur- 
ance. The Secretary of Commerce might make a finding, under the 
present existing war-risk laws, that it was available at reasonable 
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rates and on reasonable terms and conditions, from the commercial 
market, and therefore refuse to issue Government insurance. 

Now, under this bill, as I read it, the exporter could still go to the 
Export-Import Bank and they could issue the insurance, provided 
they made a contrary finding, that it wasn’t obtainable at reasonable 
rates and conditions from commercial underwriters, and the danger 
there, is allowing the exporter to play off one Government agency 
against the other. 

I don’t think the question is likely—I don’t think the problem is 
likely to arise, but I think it is better to prevent it, if you are drawing 
a bill, to prevent that contingency now. 

Mr. McDonoveu. Of course that would be a matter of judgment on 
the part of the party applying for the insurance. 

Mr. Leirrten. Or the Secretary of Commerce. 

Mr. McDonoveu. So that the question is a matter of reasonability 
of rates, and I think that could be easily resolved. Caution is put 
in the bill to prevent this interfering with existing insurance opera- 
tions. I would imagine that would overcome your problem. 

Mr. Letrrien. It does to some extent, but mot completely. We 
would rather see the legislation so drawn that there is no possibility 
of a conflict. 

Mr. McDonoven. Do you know whether American insurance com- 
panies insure foreign goods shipped to the United States ? 

Mr. Letrrven. Whether American insurance companies insure for- 
eign goods shipped to the United States ? 

Mr. McDonovuen. Yes. 

Mr. Leirrten. Yes, they do. 

Mr. McDonoven. And are there foreign companies that insure 
American goods shipped to foreign countries? Any French, German, 
or English or Italian companies, in any foreign ports, that insure 
American goods shipped and warehoused on their shores? 

Mr. Letrrten. That is constantly done, yes. It is highly competi- 
tive international insurance market. A great amount of the Mutual 
Security financed commodities are insured by foreign companies, for 
the reason that the Mutual Security Agency will not grant the foreign 
buyers dollars to buy marine insurance unless the participating coun- 
try, that is the foreign county, authorizes it, which they rarely do 
because, since this is international competition in the cargo insurance 
market, they are anxious to throw the business into their own domestic 
insurance market to build it up rather than give it to American under- 
writers. 

We have been complaining about that to the Mutual Security Ad- 
ministration for years—as a matter of fact, even when it was the ECA. 

Mr. McDonoven. In other words, the American cotton exporter, 
then, can ship his goods, and insure in transit from the United States 
toa foreign port, and then he can cover that shipment by an insurance 
policy issued by a foreign country, or by a company in a foreign 
country ? 

Mr. Letrrten. You are talking about war risk now, or ordinary 
risk? 

Mr. McDonoven. From any risk. 
Mr. Letrrten. Fire, pilferage, and those things. 


| 
| 
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Mr. McDonoven. But not against civil strife, or confiscation, or ex- 
propriation, or anything of that sort ¢ 

Mr, Letrrten. No, I don’t believe that is av: ailable in the commer- 
cial market—at least not in the commercial market in this country. 

Mr. McDonoveu. I mean in any foreign country, do you know ‘ | 

Mr. Letrrien. I believe not, but I don’t have definite information. 

Mr. McDonovuen. That is all; Mr. Chairman. 

Mr. Oaxman. At the bottom of page 4 you have one paragraph in 
which you state: 

We also want to point out that the bill proposes a coverage on property in for- 
eign Countries which the Congress has not so far provided for property on shore 
in the United States. 

What did you have in mind ? 

Mr. Letrrten. The war damage bills. There were many of them 
introduced in the last Congress, and they have not been enacted into 
law. You cannot buy, and ‘the Government does not provide war-risk 
insurance for property in this country. 

Mr. Oakxman. Of course we are not going to give this insurance. 
Whoever is insured under it is going to pay for it. 

You have stated yourself that the private companies would issue 
such policies for merchandise in the United States. 

Mr. Lerrrten. No, sir; not on land. IT thought I made it clear that 
the war-risk coverage obtainable in the commercial market, on cargo, 
has its inception when the goods are put aboard the overseas vessel. 

Mr. Oaxman. We are talking about property in the continental 
United States. Wouldn’t any of your associated companies insure 
property located in the United States against the same risks as we pro- 
pose to do on certain properties on European or other foreign soil. 

Mr. Lerrrten. No, sir. 

Mr. Oaxman. Couldn't one buy a policy so that his property down 
here on the river, opposite the market, would be insured against expro- 
priation or war damage? 

Mr. Letrrten. No, sir. 

The Cuatrman. I might say that the authority to do that expired 
about 6 years ago and we never restored it. 

Are there further questions of Mr. Leifflen ? 

Tf not, thank you, Mr. Leifflen, very much. 

Mr. Letrrten. Thank you, sir. 

The Cuarrman. The next witness is Mr. John White of the Amer- 
ican Cotton Shippers Association. 


STATEMENT OF JOHN C. WHITE, COUNSEL, AMERICAN COTTON 
SHIPPERS ASSOCIATION 


Mr. Wuire. Mr. Chairman, I am John C. White, and counsel for the 
American Cotton Shippers Association. That is a national trade or- 
ganization of American cotton merchants and exporters. 

It has six affiliated associations, the Atlantic, the Southern, the 
Texas, the Western, Oklahoma, and Arkansas, and the individual 
members of those associations, some 720, are the individual members 
of the American also. 
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I would like to offer for the record, if I may, a copy of the resolu- 
tion of the American Cotton Shippers Association, adopted in 1948, 
urging that this type of war-risk insurance on shore be provided. 

I might say that it hasn’t been as important during the period of 
financing of cotton through MSA as it will become. 

The CHairman. Without objection, that may be inserted in the 
record, 

(The resolution is as follows :) 


RESOLUTION OFFERED FROM THE FLOOR, ON MAy 1, 1948, By Mr. Ben J. WILttaAMs 
IN CONNECTION WITH THE REPORT OF THE COMMITTEE ON FOREIGN AFFAIRS 
WHIcH Was DULY SECONDED AND ADOPTED 


Whereas insurance, on goods in the channels of trade (not subject to cancel- 
lation or expiration) covering war risks on shore at foreign destinations cannot 
be secured, and 

Whereas cotton is often aboard steamers and en route to a foreign port before 
irrevocable bank credits in United States dollars are established, and 

Whereas the export movement of cotton without such bank credit entails 
when unloaded the risk of loss by happenings covered by the customary war- 
risk insurance which insurance is not obtainable, and 

Whereas United States dollars are in short supply in countries which purchase 
cotton and in consequence payment on arrival terms are frequently desired, and 

Whereas small and moderate-sized merchants cannot afford to assume un- 
insurable risks at foreign destinations which could result in the loss of their 
capital, and 

Wherews the normal participation by all established firms regardless of finan- 
cial strength in the business of merchandising American cotton throughout the 
world is most desirable, and 

Whereas the Government of the United States is expending a great amount 
of dollars for the purpose of restoring a sound world economy consistent with 
procedures which governed prewar competitive trading, and 

Whereas, measured by the magnitude of our monetary contribution to world 
economic recovery, the aggregate value of raw materials for which reimburse- 
ment has not been completed at risk at a given time would be infinitesimal: Now, 
therefore, be it 

Resolved, That the American Cotton Shippers Association urgently requests 
the Government of the United States to guarantee payment to the owner cover- 
ing the value of cotton which may be destroyed, damaged, or lost as a consequence 
of war or any loss which may be suffered as a result of clauses cOvered by cus- 
tomary war-risk insurance, such as warlike operations, operation of martial 
law, or confiscation, nationalization, expropriation, requisitioning, Commandeer- 
ing, capture, seizure, sequestration or detention by or under any authority 
whatsoever, said protection to be for the amount of fire insurance currently 
in effect on said cotton which must be the property of the shipper evidenced by 
documents which are subject to the usual terms of hypothecation to a United 
States bank: And be it further 

Resolved, That to encourage participation by all firms irrespective of size, in 
the business of merchandising movable raw materials, the protection asked for 
be made available at the earliest possible date. 


Mr. Wurre. That was unanimously adopted at the American con- 
vention in 1948. 

Also a resolution of a board of directors, adopted in February 1953, 
again unanimously approving this type of war-risk insurance, par- 
ticularly because it was believed it would benefit the small shippers. 
The reference is to S. 800, but the bill H. R. 4465 is an improvement 
upon S. 800, and is supported by the same resolution and arguments. 

The CnarrmMan. Without objection, that may be inserted. 

(The resolution referred to is as follows :) 
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AMERICAN CoTron SHIPPERS ASSOCIATION, 
Memphis 1, Tenn., February 24, 1953. 


SERIES B—CIRCULAR LETTER NO. 69——-ON SHORE WAR-RISK INSURANCE 


To All Members Concerned With Exports, 
American Cotton Shippers Association. 

GENTLEMEN: At a meeting of our board of directors in Memphis, Tenn., Satur- 
day, February 21, 1953, the following recommendation made by the industrywide 
group to the Secretary of Agriculture, on February 12, was considered : 

“(1) Insurance for domestic exporters against war risk, confiscation, and 
seizure of cotton stored in foreign countries to facilitate the immediate movement 
of cotton to foreign countries and the rebuilding of stocks to adequate levels.” 

After a full discussion of the matter, the following resolution, reaflirming the 
association’s position on the matter, was unanimously adopted : 

“Resolved, That the board of directors of the American Cotton Shippers Asso- 
ciation supports the resolution passed by our convention in Dallas, Tex., on 
May 1, 1948, advocating the issuance of war-risk insurance by our Government, 
copy of which resolution is attached herewith. 

“It is our opinion that such an act will encourage foreign spinners to use a 
larger percentage of American cotton than they do at the present time. Under 
existing conditions, only the larger cotton shippers are able to consign American 
cotton abroad. With the issuance of Government war-risk insurance, all ship- 
pers, both large and small, will be able to participate in this business. 

“We all know that in the final analysis the price level of American cotton 
is governed by the total amount consumed. All elements of the cotton trade agree 
it is necessary to do everything possible to encourage its use by spinners all over 
the world. The ability of all shippers to consign United States cotton abroad 
will place it at the doorstep of the foreign spinner and encourage his use of it. 

“Our association has been advocating this insurance since 1948, and we believe 
the Maybank bill (S. 800) will accomplish this aim. The resulting increase in the 
consumption of American cotton will benefit the farmer, all elements of the cot- 
ton trade, and the entire economy of our country. 

“Therefore, we recommend all our members write or wire their respective 
Senators and Representatives urging their support of Senate bill S00, introduced 
by Senator Maybank, of South Carolina.” 

Since the above resolution mentions S. 800, the Maybank bill, we are en- 
closing a copy of that bill for your ready reference. 

Yours very truly, 
Sam G. LoriNa, 
Acting Secretary. 


Mr. Wuire. Third, I would like to offer a letter of the president of 
the American Cotton Shippers Association discussing this measure 
and stating the reasons why the association is for it. 

The Carman. Without objection, that may be done. 

(The letter is as follows :) 


AMERICAN COTTON SHIPPERS ASSOCIATION, 
Memphis 1, Tenn., March 24, 1958. 
Hon. Burnetr R. MAYBANK, 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear SENATOR: In considering S. 800 we think it is important that you should 
know both the reasons the American Cotton Shippers Association support S. 800 
and what this association is. 

The American Cotton Shippers Association is a national organization of cotton 
merchants and exporters made up of six affiliated associations as follows: 

Arkansas Cotton Trade Association, 
Atlantie Cotton Association. 
Oklahoma State Cotton Exchange. 
Southern Cotton Shippers Association. 
Texas Cotton Association. 

Western Cotton Shippers Association. 

The individual members of the six affiliated associations are the individual 
members of the American. For your reference, too, there is enclosed the 1952-5 
membership list of the American. Most reputable cotton exporters are members 
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of the association which renders many valuable services to them. Outside the 
association are a number of cotton cooperative associations, whose views in 
respect to S. 800 are believed identical with ours. 

The primary reasons for support of S. SOO are set out in the resolutions of the 
board of directors adopted on February 21, 1953, at Memphis, Tenn., and the 
earlier resolution of the Convention adopted May 1, 1948. Copies of these are 
enclosed. 

The association has believed for some time that the provision of on-shore war- 
risk insurance by the Government would assist cotton exports because private 
underwriters could not undertake to provide such protection. 

The introduction of S. 800 is, however, particularly timely just now. Over 
recent seasons the Economie Cooperation Administration and the Mutual Security 
Administration have financed large amounts of cotton by grant and under condi- 
tions that made the question of war-risk insurance of little importance. As such 
financing ceases the provision of alternative financing becomes of major im- 
portance to continued exports. 

We have been assured that with insurance of the type authorized by S. 800 
the conservative and responsible private banks who finance for shippers the 
delivery of cotton to the doors of United States cotton mills, will be in position 
to finance cotton for shippers until its delivery to foreign buyers. 

Such financing will be of substantial help to both the foreign consuming mill 
and the consuming countries and enable them to use more United States cotton. 
The cotton will be financed at the much lower interest rates available here 
rather than at much higher foreign rates. The burden on friendly foreign coun- 
tries of providing dollars when the cotton is loaded on board will be postponed 
until it arrives in the foreign port or even until it is loaded on cars to leave the 
customs zone in the foreign port. The dollars necessary to provide the tremend- 
ous pipe-line of American cotton will thus be furnished by our private banks and 
reduce the dollar capital requirements of the foreign buyer and the interest costs 
of the mill. 

The ability to buy United States cotton on such terms will encourage the 
mills to use our cotton, and S. 800 will therefore improve the competitive posi- 
tion of our cotton compared to other growths and synthetics. Foreign mills 
have been particularly hurt in recent years by their inability to hedge cotton 
and the necessity of fixing the price before the cotton leaves the United States. 
S. 800 will enable American exporters, Who can hedge in the New York futures 
market, to carry the price risk until delivery of the cotton to the mill abroad. 
This will be a substantial service and a strong inducement to buy United States 
cotton. 

Other conditions permitting, the provision of this onshore war-risk insurance 
may make possible the exportation of several hundred thousand bales of United 
States cotton that would otherwise remain here in CCC stocks, and that may 
make the difference between mandatory marketing quotas or not in 1954. From 
the point of view of growers and avoidance of the harsh problems of production 
controls particularly that is of very great importance. 

We emphasize that no private underwriter will provide this onshore war-risk 
insurance at present. Protection can be obtained only until the cotton is un- 
loaded at port and even that is now backed up by the Maritime Administrator 
under Public Law 763, Sist Congress. It is expected and desired that the 
actual operations under S. 800 will be carried on through the American War 
Risk Agency set up by the private underwriters and now handling the Govern- 
ment marine insurance. We have been assured that these underwriters will 
be only too glad to cooperate with the Export-Import Bank in any way possible. 

The risks of loss involved are not believed to be too large to warrant their 
assumption by the Government at the level of rates which will be necessary. 
The coverage is limited to commercial articles which is contemplated will turn 
over rapidly. They will be distributed in ports all over the world. Only war 
and expropriation risks are covered and neither exchange risks nor credit risks 
are protected. Since administration costs should be covered by premiums, loss 
could only come from general war. It may be recalled that from an arrange- 
ment provided to cover both exchange and war risks on cotton at the beginning 
of the Second World War, the RFC had only minor losses, and made considerable 
profits. 

The first type of financing which will be available with S. S00 effective will 
be cash-on-arrival sales instead of cost, insurance, and freight sales. At present 
American banks will finance cash-on-arrival sales, i. e., sales providing for pay- 
ment when the vessel arrives at the foreign port, only for exporters to whom they 
are prepared to make unsecured loans. Too often, payments against cash-on- 
arrival are delayed so that the cotton is unloaded and thus unprotected by war- 
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risk insurance before payments are received. This ability to finance such ship- 
ments will be of assistance to smaller shippers, particularly. : : 

Some shippers, usually those who maintain stocks domestically as well, will 
consign cotton to the foreign ports for sale after arrival. Foreign buyers will 
have a chance to examine the actual cotton and become familiar with its quality 
before buying it. They will also be able to get delivery immediately where that 
is necessary. Stocks of certain foreign growths are now available from con- 
signment stocks and United States cotton is at a disadvantage. The extent to 
which a shipper can consign stocks will depend upon the amount of capital he 
is willing to tie up in financing them; and obviously the better capitalized firms 
will be more likely to consign American cotton just us they now consign more 
foreign cotton, The position of all shippers will be improved in this respect 
by making commercial bank financing possible. . 

S. 800, moreover, permits the protection of the interest of American banks 
in the cotton even though nominal title belongs to a foreign importer. Foreign 
importing firms, to whom small American firms sell, will therefore be in posi- 
tion to carry stocks locally in consuming markets, and this should help equalize 
the benefits to all classes of shippers. 

The American Cotton Shippers Association, therefore, has no hesitancy in 
recommending S. 800 to you as a sound, businesslike step which will both en- 
courage a return of the financing of cotton exports to private commercial banks 
and improve the competitive position of United States cotton in the markets of 
the world. 

While our interest is cotton exports, and we have considered S. 800 in that 
light, we believe this facility will be important to other agricultural exports and 
to some industrial exports as well. 

Yours respectfully. 
A. M. Crawrorp, President. 

Mr. Wutrre. Concerning the point made by the insurance under- 
writers, the cotton exporters have not placed too much importance 
upon the exact language. They do think it is important that there be 
no hiatus between the time that the type of insurance private com- 
panies and commerce might provide, and the type made available 
under this bill. 

It occurred to me that after the ship had been in port 15 days still in 
transit that there might be no insurance. I think that language, re- 
garding in transit to, was placed in the bill simply to prevent there 
being any period during which there was no insurance. And so far as 
the cotton exporters are concerned, as long as they are assured that 
there is no period which is not covered by one form or the other of 
insurance, it is not a matter of great importance to them. 

I might also say that we believe the hundred million dollars is ade- 
quate to cover all of the demand for cotton insurance of this type, and 
for the other agricultural commodities. Cotton, for the reasons Mr. 
Hays stated, has been very much interested in this insurance, and has 
sought its passage. Tobacco has also been interested. 

We are told by the underwriters, but we have had no direct assur- 
ances otherwise, that other manufacturing industries may then become 
interested, and there may be a demand for more. Asa matter of fact, 
originally S. 800 was for a half billion dollars. The hundred million 
dollars, however, was determined by the various administrative de- 
partments as an amount which would at least introduce the program, 
and if it did appear to be important, to assure the exportation of other 
commodities, it could certainly be reconsidered by Congress. 

The Cuarrman. What was the original amount ? 

Mr. $500 million. 

That is all, Mr. Chairman. 

Mr. Merritt. Mr. Chairman. 

The Cuatrrman. Mr. Merrill. 
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Mr. Merrityi. You believe, though, that most of the hundred million 
dollars authorized here would be used by the cotton exporters and the 
tobacco exporters combined. You think they would require that 
much ¢ 

Mr. Wurrr. I should think that they would use up to 75 or a hun- 
dred million dollars. In other words, there would certainly be some 
leeway there. If and when other commodities come into the program 
then it could be reviewed. 

Mr. Merriti. How much do you think cetton would use of that 
total 

Mr. Wuirr. Well, I should say possibly as much as S75 million, 

The Cuairnman. Are there further questions of Mr. White / 

If not, thank vou very much, Mr. White. 

The Ciaran. At this point we will include the statement of K. G. 
Ifunt, of the Dallas Cotton Exchange. 

(The statement is as follows :) 


STATEMENT oF K.G. HUNT, EXECUTIVE Vick PRESIDENT, DALLAS Corron EXCHANGE: 
SECRETARY, DALLAS COTTON SHIPPERS ASSOCTATION 


Honorable Chairman and committee, my name is K. G. Hunt. I am repre- 
senting the Dallas Cotton Exchange and the Dallas Cotton Shippers Association. 

The Dallas Cotton Exchange is the largest export cotton market in the world 
and is comprised of 186 members engaged in all phases of cotton business. The 
Dallas Cotton Shippers Association is an organization within the framework of 
the Dallas Cotton Exchange, comprised of 45 shipping firms, 42 of which would 
be classified as small-to-medium shippers. 

A very recent poll of the Dallas cotton shippers revealed that better than 
ST percent Were opposed to the Government underwriting war-risk insurance on 
foreign shores. The board of directors on behalf of the Dallas Cotton Exchange 
is unanimously opposed. 

Bill H. R. 4465 that you are considering is so far-reaching that we do not think 
it will be difficult to defeat, but we want to go on record as opposing any sub- 
stitute bill embracing the same general objectives. 

Aside from the many objectionable features which we doubt the State De- 
partment will approve, the broad principle of the United States Government 
lending the power and majesty of its support to the very few extremely rich 
American cotton merchants to the detriment of the great mass, as well as the 
American cotton farmer, is unfair and highly hazardous. With the world in 
its present state of unrest, who can say when there will be another Pearl Harbor 
or Warsaw with their resultant holocaust and hundreds of millions of dollars 
lost? 

This legislation is in direct contravention to the Mutual Security Administra- 
tion’s just recently inaugurated Contact Clearing Tlouse Service. This plan 
under the point-4+-aid program has just been set up and is really hardly under 
way, and this bill would provide unlimited competition to the already financed 
Mutual Security Administration 

The director of foreign trade of the National Cotton Council reported on his 
recent return from the International Master Spinners Conference in Zurich, 
Switzerland, “That all European spinners were delighted and anxiously awaiting 
the enactment of bill S. S00" which this legislation supplants. Naturally, it is 
to the interest of a spinner to buy his cotton at the cheapest possible price; 
then why the delight if this legislation is good for the average American shipper 
and/or producer ? 

It has been stated by proponents of bill H. R. 4465 that it would lend protec- 
tion to small shippers. This statement I challenge. There are so many reasons 
that a small shipper cannot engage in extensive consigning as to make this claim 
merely a smokescreen. There is no justification in throwing safeguards around 
a small shipper to engage in an operation which is frowned upon by them and 
foredoomed to failure. 

Proponents of this legislation have stated that it would facilitate dash-on- 
arrival sales; whereas, cash-on-arrival sales of cotton are being made and have 
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been made for years with ample protection by United States of America under- 
written marine insurance. 

It has been stated that supplies of American cotton in spinning centers of the 
world outside the United States are entirely inadequate; yet there are no 
dependable statistics on this. If the beneficiary countries would utilize all of 
the $197 million in grants allocated by the MSA and all of the millions of dollars 
in credit extended by the Export-Import Bank, there would be much more 
United States of America grown cotton. However, the matter of fact is a 
foreign spinner is reluctant to make available the counterpart local currency 
necessary to secure United States of America grown cotton at 10 to 15 percent 
above the price of comparable exotic growths. 

There are perhaps a dozen cotton exporters in the United States with financial 
ability and international organization that can profitably consign large quantities 
of cotton. The question of safe warehousing and the convertibility of soft 
currency to dollars is to mention only two that are highly important. Without 
meaning to offend any particular market, there is abundant proof that pilferage 
from the stored bales in some markets would be enough to bankrupt a small 
shipper relying on public facilities. 

Consigning cotton requires from several weeks to months for the round turn 
of shipping from United States storing, selling, converting, bartering, collect- 
ing and putting the money back into the American bank. And so it is readily 
seen that a shipper of modest capital cannot engage in competitive consigning 
with a few very wealthy firms. The entire working capital of small and 
medium exporters would be impounded on foreign shores. 

When those who have steered the proposition of war-risk insurance thus far 
come into competition with the average and small shippers, they are in the 
same degree in competition with the American farmer, and it is my firm belief 
that any farm leaders who favor this type of legislation are inadvertently doing 
their farmer members a disservice. 

Should bill H. R. 4465 or any comparable bill become law, there could and 
doubtless would be many hundreds of thousands of bales of American cotton 
shipped to alien ports where warehousing, transportation, clerk hire, and all 
overheads are much cheaper than those in the United States. This will in turn 
deprive the United States citizens of their normal share of the above items, 
and it is my firm belief that a warehouseman who favors such legislation is 
not thinking far enough ahead. When and if such broad protection is available 
to the very few large cotton exporters with international connections, why not 
textiles, automobiles and all factory products? 

By retaining a small lien on a shipment abroad, an American exporter could 
lend the protection of this bill to an alien at the possible expense of the Ameri- 
can taxpayer, and yet we have been unable to get acceptable war-risk insurance 
on our own shores for the duration of the cold war. 

If the process of merely moving cotton or any other commodity or product 
meant getting it into consumption, there might be some slight justification for 
this protection to the larger firms at the expense of the small firms and farmers, 
but such is not the case. I doubt, based on more than 40 years’ experience in 
the cotton business, if consigning or storing American cotton in foreign ports 
would increase the actual consumption any appreciable amount. 

With certified stocks at a 25-year high (over 200,000 bales) and a large percent 
of this stock being of the shorter staple, an international arbitrage with the 
near months at a discount on the futures board, one would not need to sell his 
consigned cotton to reap a handsome reward by manipulation of the futures 
market, which practice the United States Congress has endeavored to control for 
over 40 years. At the moment, we have only partial carrying charges, but on 
February 11 we had full carrying charges on the futures board, and it can happen 
again and will happen again with good crop-growing conditions this summer. 

With the present legally necessary high loan rate for this and next year’s crops, 
selling United States grown cotton is going to be a very difficult task, and I 
predict 3 million bales more than needed will be produced in the crop year of 
1953-54; and unless there is drastic action, or a war breaks out, 6 million bales 
above requirements in the crop year of 1954-55. I further predict that in the 
crop year of 1953-54, 5 to 7 million bales will go into Government loan. Then 
if three-quarter million bales, 5 percent of the crop, which this insurance coverage 
would protect, are removed from the free cotton available to our domestic spin- 
ners, we could experience a cotton famine in the midst of multiplied millions of 
surplus to the end that American spinners would have to pay much higher for 
their carefully selected better qualities than their international competitors. 
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Paradoxically, the 5 percent of the crop that could be consigned might well prove 
to be 75 percent of the free cotton available to American mills at the end of the 
season, and I think that every spinner should be here before you gentlemen regis- 
tering the strongest possible protest to this bill. 

I am wondering if the $100 million limitation of bill H. R. 4465 would prove 
merely an entering wedge to multiplied millions more liability. 

The cotton exporting business is conducted on lines and practices evolved in 
over a hundred years’ experience and has worked remarkably well, and to change 
the entire merchandizing system and transfer our goods to foreign soil is with- 
out justification. 

The proponents of this bill have likened war-risk insurance on commodities 
to that on ship; whereas, there is no basis of Comparison since our merchant 
marine is an arm of our defense, and ships are not exposed to the many dangers 
of stored commodities. 

Many small and medium shippers, including myself, have worried with con- 
signments abroad for many months to a few years and finally suffered a big 
loss simply because it is not a small man’s game, and we of the Dallas market 
do not want to be forced into this type of struggle for survival. It should be 
borne in mind that every small shipper that is eliminated from the competition 
of handling American farm commodities makes it much harder on the producer. 

To remove large quantities of the United States carryover commodities and 
conceal them from the Census Bureau would hoodwink the Secretary of Agri- 
culture in calculating future needs of a given commodity and, while it would 
not show in our figures, it would be an ever-present competitor to American 
producers. 

The numerous endorsements this type of legislation has received from various 
trade organizations were in some cases, if not all, minority opinions due to care- 
less indifference of a proposition never considered seriously by the rank and file 
of the cotton trade. 

All the above statement is on behalf of small and medium-size cotton shippers 
who have too recently realized that such distorted legislation would be seriously 
considered. 


The Cuatrman. This concludes the open hearings on H. R. 4465. 
The committee will now go into executive session on another matter. 

(Whereupon, at 12:05 p. m., the committee went into executive 
session.) 


x 


